
OFFICE OF INDEPENDENT BUDGET ANALYST 
CITY OF SAN DIEGO 

M E M O R A N D U M 

4330 

Date: May 5, 2008 

To: Honorable Council President Peters and Members ofthe City Council 

From: Andrea Tevlin, Independent Budget Analyst M^f 

Subject: Item 330: Response to the Report from the Independent Oversight Monitor 

At the first hearing of this item on April 1, 2008, the City Council requested Jay 
Goldstone, COO, to review his initial draft response with our office and revise 
accordingly. Attached for your information is the strike-out/underline version with the 
suggested revisions that we provided to Mr. Goldstone on April 9, 2008. The draft 
prepared for Tuesday's docket incorporates all of our substantive changes. 

Attachment 



April 1,2008 

Mr. Kelly C. Bowers 
Senior Assistant Regional Director 
Securities and Exchange Commission 
Los Angeles Regional Office 
11* Floor 
5670 Wilshire Boulevard 4|i%. 
Los Angeles, CA 90036-3648 ^ - ^ 

Dear Mr. Bowers: ,<$:|^-s-?&:. 

This is in response to the 36 recommendations containediin the First Annual Report of the 
Independent Consultant to the City of San Diego dat^JMarch 25, 2008 (Report). For many of 
the recommendations the City and/or the San Diegpfcity Employee Retirerrient;System 
(SDCERS) have already taken corrective or proactive action to implement. ' ^ ^ 

Financial Control Structure ^ ^ l l ^ 
Audit Committee ^UsSw ^ ^ 

Recommendation 1: ^ ^ ^ ^ " ^ ^ 
The City should submit to the voterhfor approval-inJune"2006, and timely take all action 
to meet that schedulefrthe establishment of.an'Audit:;Committee that meets the followinq 
criteria: Jp^% ^ ^ " ^ 

• Has th&irequisite inciependencejfrpm financial management. 
• Has'Jh&'requisite exfjertlse to perform its oversight functions. 
• Has a^ufficient relafignshipwith the}City Council to engender its confidence in 

view of tM\Council&foie:inkhe'City.'s financial reportinq. 

, Respbn se -̂l ';:|k. : ^ ^ , N 

^ jUh'e City concufs;;with thisirecommendation and has approved and placed on the June 
•%|2008 ballot for consideration:&. 

* % . % ^ 
Internal.Audit Function 

Recommendatfon^.v-1' 
The City sHoul&submit to the voters for approval in June 2008, and timely take all action 
to meet that scfiedule, the creation of an office of City Auditor that is separate from the 
current office of Auditor and Comptroller and with direct reporting responsibility to the 
Audit Committee. 

Response 2: 
The City concurs with this recommendation. The Office ofthe City Auditor was 
established by the Mayor and Citv Council in calendar year 2007 by separating the 
intemal audit functions from the comptroller duties. The reporting structure was also 

BOS l l l 12254106.2 
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changed so that the City Auditor no longer reports to the Auditor & Comptroller (Chief 
Financial Officer) but rather to the Chief Operating Officer. 

In addition, the Mavor has signed a Statement of Operating Principles (SOP) that 
provides for the Citv Auditor to communicate directly with and be responsive to requests 
of the Audit Committee. The Citv Council has appended the SOP to the Audit 
Committee Charter. JJntil the Charter is amended, this is the most effective segregation 
of duties pemnitted. In addition, the City has approved and wilj.p'lace a Charter 
amendment on the June 2008 ballot which would, among ptheKthings, have the City 
Auditor report to the Audit Committee. , < : ^ ? 

Recommendation 3; ^ ^ I P * ^ ^ K 
The City should begin the process of signiflcantly^incwasing fftenstaffing of the internal 
audit function in order to permit effective internakauditing to be accomplished, including 
an assessment by the internal auditor of staffmg'rieeds, and shouTd'peripdically report its 
progress to the Audit Committee. J^pr' ' J ^ ^ x 

Response 3: m , . ^ f ^ ^ ; :•• 
The City concurs with this recommendation. :As<part;Of the Mayor's fiscal year 2009 
recommended budget, staff for^the Office of th^CltyfAuditor will be increased from the 
current five full-time equivalen1T(l:TE);to ten FTE's;:aV100% increase. This is the first 
step in a proposed three year plan.tb'bring.the staffmg-ieyels within the Office to a more 
reasonable level. ^ A ; ^ ^ ^ v . ^ % 

Prior to the developmenkof the Mayor-'s recommended?budqet. the Audit Committee 
engaged a profe'ssiorial audit consultahtil^efferson Wells) to benchmark audit functions 
of other similarjrfiunicipalitiesiand detenriine appropriate staff levels for an organization 
of our size.^THev recommended a staffinqlevel of approximately 24 auditors for the Citv. 
The Citv Co unci I :wi 11 be cdrisiderinq the Mayor's proposal along with the results ofthe 
Jefferson Wells'studv dunn'd-fis'caTsvear.-2Q09 budget deliberations in April and May 2008. 
Finaiibudoet.decisibh's-will be made'in^uhe 2008. Attachment 1 is a response 

^.^repared'by^tliejCity Auditor to the Audit Committee in response to a recommendation 
^^y'Jefferson Wells.to bnng;the staffing level to around 24 FTEs. 

Whistleblower and^Hotline Complaint System 

Recommendation 4;j$> 
The City^shpuid, implement within 45 days, consistent with the advice of Jefferson Wells 
for steps prio^joiCharter revision, the procedure contemplated by the Audit Committee 
charter for a confidential and anonymous hotline involving the Audit Committee 
independent of City management for complaints and concerns regarding financial control 
or financial and auditing matters. 

Deleted: In addition, there is an 
informal reporting by the City Auditor 
to the Audit Committee ofthe City 
Council. 

Response 4: 
The City concurs with this recommendation. In anticipation ofthe proposed Charter 
amendment on the June 2008 ballot, steps are being taken to transfer oversight of the 
hotline to the Office of the City Auditor. The proposed Charter amendment changes 
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include having the City Auditor report to the Audit Committee and the granting the City 
Auditor the power to investigate any material claim of financial fraud, waste, or 
impropriety within any City Department. 

The Citv Council is expected to discuss and address the hotline reportinq 
recommendations from Jefferson Wells on April 28. 2008. In the interim period before 
proposed Charter reform in June 2006. the Citv Council will consider adopting a 
resolution providing that hotline complaints and activity be directly reported to the Audit 
Committee as recommended bv Jefferson Wells. Addition a II vSthe Council will consider 
requesting the City Auditor to audit the hotline process and="related reporting.T 

Improper Influence Ordinance ,; X^' ' ^ 

Deleted: The City Council is 
expected to address hotline reporting 
issues at a City Council in April 2008. 

:m. m. Recommendation 5: . ^ 1 ^ ^11 : ^ 
The City should address any remaining issues expeditiously so that ahfmproper 
influence ordinance can be adopted as promptly as practicable. ^ i v 

Responses: m ^ ^ 
The City concurs with this recommendation. A "draft-ordinance has been circulated to the 
Council and the Rules Subcommittee.., The outstanding issues deal with what entity 
should enforce the ordinance, ttie^petof^enforcemelit^and the definition of certain 
terms. Efforts to resolve these issues are^contjnuing afidVan ordinance will be presented 
to Council no later than December'2008. ^ ^ I l i & a v . N':P 

Focused Financial Management Responsibility and Accountability 

< ^ f^ %& 
Recommendation 6: j ^ ^ s s g ^ i l l s 
The City should'submipt&.theWdtersjfqr.ap'proval by June 2008, and timely take all 
actio'nlto^meet thaFscfmdule, the separation of the Auditor and Comptroller position into 

Jwd&n$meycreation''oftthe position of Chief Financial Officer in order to focus 
^sresponsibility ahairelated-'accountability for the City's financial reporting. 

'^Response 6: ^ - ^ : : : ' 

TheGity^concurs witrnthis recommendation and has approved and placed on the June 
2008 £alibt-for consideration. 

Internal Controls Remediation 

Recommendation 7: 
The City needs to better integrate and coordinate Us ERP process and ICOFR process 
in order to align their objectives, maximize utilization of available resources and achieve 
optimum results. This should be addressed (to the extent it has not been), with 
identification of defined tasks, specific individuals with responsibility and specific 
resources to be employed, within 45 days. 
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Response 7: 
The City concurs with this recommendation. Steps have already been taken to address 
this recommendation and include: consolidating both efforts under the direction ofthe 
Chief Financial Officer (CFO) and the Comptroller, tasking the Comptroller's ICOFR 
team with reviewing ERP system design specifications and process documentation and 
documenting the "to be" process in accordance with COSO intemal control methodology 
and developing the applicable policies and procedures in order to provide effective 
employee training. The relation between the City's ICOFR Initiative and the ERP 
initiative were defined in a presentation to the City Counci I ?Audit Committee on March 10, 
2008. . - ^ K : 

m̂ . 

t ; - " 

m 
$ $ m 
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Recommendation 8: 
The City needs to devote additional resources to the ICOFR process if the internal 
control remediation activities are to be completed within a reasonable time frame. The 
City should consider hiring an outside consulting firm with experience in developing, 
implementing and remediating an internal control structure within a governmental entity. 
These efforts should be assessed quarterly to determine if adequate progress is being 
made. .< 

Response 8: ^iS-g*' 
The City concurs with the spirit of this recommendation^lnithis regard, the City's 
proposed fiscal year 2009 budget provides for two ad5|tio"hal|staff members for the 
Comptroller's ICOFR team. If adopted by the Citv Council.jRffiwould bring the total ...—| DeietedTF 
budgeted labor allocation for the project to 624pjhpurs which reflects an approximate "-{Deleted: s 
25% greater commitment to the project than^required by initial estimates. Additionally, 
temporary resources will be provided to thelp'roject on as needed basisjto.ensure that 
project needs are met. < # ^ ' ' . ^ ^ l ^ . 

Management does not agree with uoutsourcirig":ithe:development and documentation of 
internal controls. It is importantto note, that while'-the documentation and assessment of 
internal controls is frequently conciucted by consultants in the private sector, the 
recommendation runs counter ihtspirfrtojKrpll Recommendation 53 which states: 
The City should assign the respogs|bilitie^for-;preparingjpublic documents and filings to 
the appropriate City employees. Ultimate responsibility forpreparing these City 
documents cannotifjejassigned to tneiindep^denFauditor, disclosure counsel, fiduciary 
counsel, actuary-^rothierprofessionals;"^ ^ ' 

Accordinglyfjbecause internal;controls are>based on the objectives set by management 
and are the processes thaftareajsed to construct public documents and filings, 
management belt'eyes.:th'at:tfie recommendation is inconsistent with that ofthe Report of 
ther'AuditiGommittee^i'AcJditionally, rnahaqement believes that employee ownership of 

^internal contro^design:,and documentation is cntical to the success of continued 
.^!monitoring andiimprovement ofthe City's intemal control framework overtime. 

Recommendation 9;S& 
The^CUyjShould establish a reasonable schedule and budget for developing and 
implementing instalfatjon of the ERP system that takes into account integration of the 
ICOFR process.A^his should be done within 60 days. 

y0r 
Response 9: x ' 
The City concurs with this recommendation and is currently reviewing the timeline for 
developing and implementing both projects. The results of this review are planned to be 
presented to the City Council Rules Committee on April 23, 2008. 
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Recommendation 10: 
The City should continue to take a top-down, risk-based approach to remediating its 
internal control weaknesses as a more effective way to timely identify critical internal 
control processes, and should addresses the deficiencies and weaknesses identified in 
the Kroll Report, the Yellow Book reports and the Auditor and Comptroller annual reports, 
but should go beyond these to look at internal controls on a comprehensive basis. 
These efforts should be assessed quarterly. 

Response 10: . ^ ^ 
The City concurs with this recommendation and plans to^brief the City Council on these 
efforts quarterly. Additionally, upon completion of the IGO^R process, management 
plans to extend its intemal control review beyond Reportingiand to other elements of the 
COSO framework including Operational, Compliance;and Strategic control objectives 
and processes. . - ^ 1 ^ ^ k - . 

Recommendation 11: - ^ ^ f ^ ^fc;-. 
In assessing significant accounts and underlying processes as part of the ICOFR 
process, the City needs to look below the tofy-ievejrigwernment-wide financial 
statements to the individual financial statementslihatcomprise the CAFR. This should 
be done within 60 days. *&$$$&& ^ ^ P k 

response H : l ^ 1 ^ X . 
The City concurs with Jhis process and will supplernerit its-quantitative assessment 
through the use a.g'ulaj]tatiye process}to identify controlsjrelated to unique or significant 
activities which.may^irfip'act^dperatingTresults at the fun"d level in the City's Financial 
Statements. ̂ f F %> M 

Recommendation^ 2 : . . ^ ^ ^ ^ m ^ ^ ^ 
The:City:should cd'hsiber interim remediation options to enhance confidence In the 

reliability W'fifianciarrepprting in the near term, including development of period-end 
j^ifinancial repofiir^routi'nes\ The City also should prioritize its remediation efforts to 
N^ac/dress the most'icntical needs as promptly as possible. It should report to the Audit 

^Committee on fhe progress ofithese efforts at least quarterly. 

Response 12: . ^ 
The Cityjcqncurs wittrthis recommendation. The City has predefined period-end 
financial repqrting;rdutines; however, they are not documented. Staff plans to present 
formal documentation of the City's existing period-end financial reporting routines to the 
Audit Committee no later than May 2008. These processes will reflect the City's current 
"as is" routine for compiling monthly and fiscal year end financial reports. With the 
implementation of the ERP system, the City will be moving toward calendar based 
reporting periods rather than periods based on the City's payroll cycle. As such, the 
ICOFR process in connection with the implementation of the ERP system will produce 
completely revised financial reporting routines. These routines will be documented prior 
to "go live" on the new accounting system. 
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Financial Reporting Enhancements 
Review of CAFRS 

Recommendation 13: 
The Audit Committee, with the assistance of its ad hoc advisory group and its 
professional consultant, should review within 45 days and improve as necessary its 
procedures for review of the City's CAFR to determine if any improvements should be 
made to those procedures. .-slp^ 

Response 13: 4|ft;^|ir 
The City concurs with this recommendation. The CityihasViqwjpompieted four CAFRs, 
with three of them being reviewed by the Audit Committee. The?Audit Committee began 
reviewing the City's fiscal year 2006 CAFR on.ApfiK^and will resume its review on April 
14th. Following the review of this CAFR, the.Aiidit Committee will docket a discussion 
with management and outside disclosurexouhsei to discuss what hasvwqrked and 
perhaps what improvements could be made^to the CAFR-.review process^^ 

The Audit Committee appointed an ad hoc advisory •group in 2007 to analyze the City's 
CAFR review process and make-recommendatibhstfor improvement. Additionally, the 
Audit Committee similarly request'e'dsthat JeffersoffMells examine the City's CAFR 
review process. It is expected th'atrepdrts.from the act-hoc advisory committee and 
Jefferson Wells will be presentedifo-the A'udit'Gommittee'i'on April 28^. 

SSft, 

Shelf-Like Disclosure System 

Recommendation 14: sS£ 

W 'm 
^ M S 1$ 

The City, withWg.assistancejpfJhepPWGftshould evaluate within 6 months the 
desirability of a^nelf-likefditciosur^ystem-tb improve the quality and timeliness of its 
repdfting-tO'.the financial-markets on^amonbo/ng basis and to permit the efficient access 

Joithe capitahmarketsior:needed financing. 

^ R e s p o n s e 14: ^ ^ ^ 
'•The, DPWG procedures for review of Official Statements are designed to ensure, to the 
extent possible, that'lsuph Statements contain no material misstatements or omissions 
and dtlierwise are consistent with disclosure best practices. The procedures require 
multipieneyels of review, including by a "Financing Group" and the full Disclosure 
Practices'Working>Group. The Financing Group is appointed for each transaction, and 
consists of thelDeputy City Attorney for Finance and Disclosure, outside disclosure 
counsel, and the' bond financing team (bond counsel, underwriter, underwriter's counsel, 
financial advisors, City staff - i.e., those persons generally thought of as the core working 
group). An Official Statement will be prepared by the bond financing team, reviewed by 
the Financing Group and the Disclosure Practices Working Group, certified as to its 
accuracy by the Mayor and the City Attorney, and by the City Auditor as to the financial 
statements and any abstracts from such statements in the body of the Official Statement. 

Deleted: The Audit Committee will 
begin reviewing the City's fiscal year 
2006 CAFR in early April, 
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Such multiple levels of review require a considerable amount of time. There are various 
alternatives to address this that the City has under consideration. One approach would 
be to move towards "shelf-like" disclosure. This has been used by municipal issuers, 
which prepare, for example, annual information statements, quarterly updates to those 
statements, and a separate bring-down supplement for each financing. This would 
ensure that at any point in time the City's disclosure was relatively recent and would 
avoid any delays as the City tries to come to market. 

An alternative approach would be for the City's financial stafrttxcarefully monitor the 
calendar for upcoming financings, and be sure to allow sufficient lead time to 
accommodate the DPWG review procedures. This isthejapproach that is, in effect, 
being utilized today. The DPWG established and pubjished^fmelines for review of both 
Official Statements and other disclosure documents>ftCity staff:is;responsible for 
monitoring the forward financing calendar with.such timelines inrnihd. 

The shelf-like registration would require the-City to at all times have a^relatively current 
disclosure document. Whether such approach or the current approach bf<mpnitoring 
carefully the forward calendar is the mosti'effibacious^wiljidepend in principafpart on the 
frequency of the City's financings. If the Citywere^plan on entering the market for 
City-backed debt, whether general fund securedi^water or wastewater revenue secured, 
or othenvise, on, for exam pie,^quarterly or more'fre'quent basis, the shelf-like review 
may be preferable. On the othefiliand^iMhe City wCTeionly entering the market once or 
twice a 
may not 

The City will carefully consider these factors and work closely with the Independent 
Consultant, theODeputy CityiAttorney foniRinance and Disclosure, and the City's outside 
disclosure counsel, to arrivekat the optimallapproach for the City in light of the 
consi deration s^outlmed above.-sj.v_ - ^ 

^Recommendation 75;̂ sij&. 
JmThe City, with'th&assistance^ of the DPWG, should, in connection with planning to 

^Jreenter the publicufiarkeCeyaluate the relation of the CAFR to the offering disclosure 
^document and, In pahicular, mould consider no later than In connection with the 2007 

CAFfR.the role and coverage of the Letter of Transmittal in relation to the CAFR with a 
viewtq.ejiminating unnecessary repetition and discussion. 

Responses! 5:. ..^Ip*' 
The City concurstwith this recommendation, In this regard management will present to 
the DPWG (a working group composed of City employees) for fiscal year 2007 a 
significantly revised letter of transmittal which conforms to the consultants' other 
recommendations and is in keeping with best practices for financial reporting. The 
DPWG will consider whether certain information in the letter of transmittal should more 
appropriately be included in any official statement provided to investors. 

http://above.-sj.v_
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Improved Discussion and Analysis 

Recommendation 16: 
The City, no later than in connection with its 2007 CAFR, should improve the quality of 
its financial disclosure by providing an analysis, either in the MD&A or Letter of 
Transmittal, as appropriate, that facilitates an understanding of the City's financial 
statements and its financial condition, financial results, liquidity and capital needs, 
including the risks faced by the City. ^ 

Response 16: . ^ P 
Financial Management notes that the recommendatiomreflects the existing function of 
both the Letter of Transmittal and Management's Discussiori^and Analysis and that they 
are both prepared in accordance with accepted guidance prdrnujgated by the 
Governmental Accounting Standards Board and!Govemment Finance Officers 
Association. Management agrees, however:;>that governmental accounting is a complex 
topic and that improvements can be made-in-the context ofthe SEC's'Plain English 
initiatives. Accordingly, financial management will revise^the Letter of Transmittal and 
Management's Discussion and Analysis in:an-;effort tp^deemphasize certaiffiopics and 
better communicate the issues raised in this'recommendation. 

^ W 
Disclosure of Contractual and;Off-Balance Sheet Obligations m " ^ ^ '%. 

' Recommendation 17: ' % . . ^ ^ ^ * % 
The City, faeg/nn/nglwfehe 2007 C^FR^should'includejin either the Letter of 
Transmittal or MD&K aiaBtilar preseniatton of its contractual and off-balance sheet 
obligations ari&otfter commiiments shown by relevant time periods and with totals. 

Response 1 7 : ^ ^ ^ ^ - . ^ % 
Financial Management-notes tHat;incaccqrdahce with Governmental Accounting 
Stand^rds|Board Sff iments, the City's'̂ debt service (principal and interest) obligations, 

..capital ario^operatingMease obligations, pension and post-retirement benefit obligations, 
.^purchase commjtrnents'arid;other contractual obligations, and other long-term liabilities 
>^|shown on the statement ofwet-assets are currently discussed in detail in notes 5, 6,10, 

^•12^7 and 18 to the^nancial statements in recently released CAFRS. For items not yet 
required to be disclosed in the Notes (OPEB), the City has voluntary disclosed that 
liabilityiin its Letter ofi;Transmittal. 

Loss Contingencies and Risk Assessments 

Recommendation 18: 
The City, through the City Attorney Office, should, prior to the preparation ofthe 2007 
CAFR, improve its systems for dealing with loss contingencies for financial reporting 
purposes in order to remedy any deficiencies raised not by the City's independent 
auditors to the extent not already remedied. 

Response 18: 
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Financial Management agrees with this finding; however, notes that the City Attorney is 
an independently elected official and that the valuation of contingent liabilities is almost 
fully under the purview and expertise of the City Attorney. As a supplemental 
recommendation, financial management recommends that the City Attorney should 
immediately publish procedures for work product review by supervising attorney's and 
also publish procedures conceming the compilation of the FASB 5 letter from the City 
Attorney. This would put in place revised intemal controls that would demonstrate that 
the FASB 5 response ofthe City Attorney not only reflects what is in the City Attorney's 
case files but that the case files themselves are maintained J ntaccorda nee with attorney 
work product standards. Once these procedures are in pjacef the City Attorney could 
request a review by the City's Intemal Auditor to ensureithey.are operating effectively. 
Additionally, this would strengthen already establishedjpracedjjres for communicating 
the status of contingent liabilities to the City's directbfbf risk management. 

"'•%v 

Disclosure Practices Working Group {DPWGJ^p^ ^ w . 

Recommendation 19: '*%$>. ^ m r ^ 
City officials should, to the extent they have noidonerso, appoint designees to the 
DPWG within 30 days to ensure.availability of quorums and continuity from meeting to 
meetin9- ^W%%v ^ k 
Response 19: % % % . % . 
The City concurc,AM\hith}s:recommendattqn;ahd wilkrequest permanent appointees 
designate alternafes^td'tlie-SPWG td'fqrmally substitute representatives to the DPWG to 
ensure that there'will be a quorum at all/scheduled DPWG meetings. In addition, steps 
will be takenjto'.assure that/permanent appointees and their substitutes stay abreast of 
the principafdisclosure mailers •.being addressed by DPWG from time to time to ensure 
the quality of th ̂ "disclosure i ^ ^ ^ ^ ^ ^ v ^ " 

Mw-

.^Recommendation-20: ^§£% 
MptThe DPWG shouldfcontinue-io.establish a regular meeting schedule. 

Response 20: 
>:«, 
<% The Cityxpncurs withjthis recommendation and the DPWG has already established a 

set meeting Schedule'. The DPWG meets the I5 ' and 3rti Wednesday of every month and 
more frequeritlytas necessary. 

Recommendation 21: 
Any necessary changes to the Disclosure Controls and Procedures to reflect changes to 
the Municipal Code should be effected within 45 days. 

Response 21: 
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The City concurs with this recommendation. A draft of a revised Disclosure Controls and 
Procedures to conform to the Municipal Code and to make other appropriate changes 
has been circulated and will be adopted within the recommended timeframe. 

Recommendation 22: 
The DPWG should assess the effectiveness of its review of the form and content of 
"press releases,... web-site postings, and other communications reasonably likely to 
reach investors or the securities markets" as set forth in Sectiqn'-22.4107(a)(1) ofthe 
Municipal Code and within 45 days recommend changes.iif^any, to reflect actual 
practices within the City. , 4 ^ $ k K 

Response 22: ^ ^ ' ^ ^ 

The DPWG has discussed on several occasions'the impracticality bfreviewing and 
commenting on press releases, web-site postings and other communications. In 
recognition of this, it has been suggestecjiand consistentvwith Recommendation 23, 
below, the Management is establishing an-lnyestor Information web page on'which City 
financial information that has been reviewed^and^signea off by the DPWG will be posted. 
The DPWG will review Section;22;4107(a)(1) b^ttie^Municipal Code and will recommend 
changes as appropriate. W ^ ^ - t . % % 

Recommendation 23: ^ ^ ^ ^ ^ ^ ^a-
In connection withtfjleffgregping, thQCity.shpuld feviseVts website within 90 days to 
have a dedicatedrportaTwhere official (documents reviewed by the DPWG can be posted. 

Response 2 3 : ^ ^ ' ^ 
The City concurs^with this;recqmmendatidn;>frhe City's Investor Information webpage 
shall provide a portal mjwhichVfficial[statements for outstanding bond issuances will be 
archiyechiSIn[ additioh^bfficial statemeritsifbr new bond offerings, which have been 

.*reviewedbViD^VG^siill^also be posted on the webpage. This site will also maintain all 
/•immaterial event-notices aridjthe continuing disclosure annual reports disseminated to the 
•^•Smarket. A prototype..pf the'lnyestor Information webpage, created with the City 

'•:disdosure counsel's^assistance, is scheduled to be reviewed by the DPWG on April 2, 
^OOpi-and the webpage is anticipated to go live by mid-April, 2008. The City staff will 
administer ongoing updates to the website in consultation with the DPWG. 

Recommendation' 24: 
The DPWG should, as required by the Municipal Code, continue to assess at least 
annually the adequacy of Its existing processes and propose modifications to enhance 
the efficiency and overall effectiveness of its operations. 

Response 24: 
The City concurs with this recommendation and the DPWG will at least annually assess 
the adequacy of its existing processes and propose modifications to enhance the 
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efficiency and overall effectiveness of its operations. This review will be especially 
critical as the City prepares to re-enter the public bond markets for the first time since 
the DPWG was established. The DPWG has conducted such internal reviews on an 
annual basis, and the third annual report was released on December 15, 2007. 

Recommendation 25: 
The DPWG, in conjunction with City financial management and the IBA, should assess 
the current training program for City officials and staff and recommend and implement 
changes, if any, within 45 days. <!$$0''' 

Response 25: -•>»S'5-

The City concurs with this recommendation. Apanel including representatives from the 
DPWG, the IBA, and financial managementwiij-review the current training program and 
make recommendations regarding the currerif training program for city-officials and staff 
and make recommendations and implement changes, if any, within 45 days^ 

Role of Counsel in Legal Compliance. 

fi l ls ^ & 
Recommendation 26: ^ i C ^ T O s v . ^fefe. 
The City should consider whethef&ny sfepsfare.necessarj^to ensure the availability of 
legal counsel that will foster the ability of Citftofficlals.to consult with and obtain legal 
advice based uporifa-reiationship ohrhst.ah'd-confidence designed to promote legal 
compliance. J i p ^ M ^ W 

Response 2 6 ^ J p ^ 
The City concurs,;with thisTecojnmendatidn^There is some disagreement among City 
officials on the roj^qf^li^i^^ttomey^T^e'City Attorney as a city-wide elected official, 
cutfentiylyiews his-c]ient*as the publicTatner than the City and its officials. As such, the 

./City Attbrneyion occasion.pursues policy and/or legal positions that are contrary to the 
^legal/pol icy positions adopted by the Council and/or the Mayor. The City Attorney also 
X^Bbelieves that he c'aminitiate-civi! proceedings without authorization by the City Council, 

^{committee that reviewed tRe'fcity Charter recommended that changes be made to the 
Charter to better clarify, that the role of the City Attorney, whether elected or not, is to 
represent the City andjits officials and that litigation can only be initiated with Counci! 
approva^SiThose recommendations were not included in ballot measures coming before 
the citizehsj:m.June>2608. Nonetheless, City officials work to promote procedures that 
foster compliance'-with disclosure and all other legal requirements, including work on the 
DPWG, the completion of 4 CAFRs, cooperation with the SEC independent monitor, and 
implementation with Kroll recommendations. The issues of authorization and identity of 
the client may require judicial resolution. 
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San Diego City Employees Retirement System (SDCERS) 

Recommendation 27: 
The City Council should address within 30 days the "technical corrections ordinances 
and the "waterfall" ordinance. It also should act on the matters required by the 
compliance statement with the IRS within the time specified therein. 

Response 27: . - ^ w ' 

City concurs with this recommendation. Docketed fqivthe AprilA, 2008 City Council 
meeting is the first reading of an Ordinance to implemeVit the Settlement Agreement 
between SDCERS, The City of San Diego and^th'e^lntemal Revenue^Service. In addition, 
SDCERS and City Management have been,attempting to modify tKe^Municipal Code to 
"officially" eliminate the use of "surplus earnings" to pay for certain retirement benefits. 
The actual use of "surplus earnings" endedwith the Cityls June 30, 20d6^actoarial 
valuation. At that time, SDCERS directedifs;actuary.;Xqiinclude the payment of the 13^ 
check and Corbett Benefits in its valuation li^'bp.ities^and'as a result these two benefits 
are now being paid for by the City as part of its Annual Required Contribution. As such, 
no benefits are being paid from:"surpjus eamings;"^Several attempts to bring the 
Municipal Code into conformity witln'tfiis^practice havetrbt been successful and staff will 
continue to attempt to bring this matter forward-for City Council action. 

For additional information^please refer;tp.:SpCERS!>response to the First Annual Report 
of Independent•Gonsultanf-tb the CityTofSari Diego dated March 27, 2008 (Attachment 

B e m n m e n d a t ^ S ^ ^ P ^ ^ ^ ^ ^ 
Tojh'e&xtenlnecessary;'SDCERS shoiilcl be asked to adopt promptly any necessary 

.,amen5menfslfa/Ys otfiergcontrolling documents," following final action by the City 
J&Council regarding-.the matters listed in the preceding recommendation. 

Response 28: ^ ••%:-
Please refer to SDCERS' response to the First Annual Report of Independent Consultant 
to tliejCity of San Diego March 27, 2008 (Attachment 2). 

Recommenofaf/on''29: 
The Mayor should make reasonable efforts to appoint or reappoint trustee to fill the 
current vacant and holdover positions on the SDCERS Board within 90 days. 

Response 29: 
The City concurs with this recommendation. The Mayor has appointed several new 
members to the SDCERS Board and regularly searches and solicits qualified individuals 
to fill vacancies on the Board. Recently, the SDCERS Board purchased Directors and 
Officers insurance, which should assist in process of filling positions because there are 
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concerns about lawsuits being initiated against the directors. Because of the importance 
ofthe position and the extensive qualifications necessary, the appointment process is 
necessarily slower than desired. 

For additional infomnation, please refer to SDCERS' response to the First Annual Report 
of Independent Consultant to the City of San Diego dated March 27, 2008 (Attachment 
2). 

S0 
Recommendation 30: .-AWS" 
SDCERS should continue to develop and implement ajcornprehensive training program 
for its trustees and staff, including training in pensigntiin^ncetand investing and in 
prudent trustee requirements. It should report quartefiy on th'eseHraining activities. 

Response 30: ^ : ? v " ^ ^ 
Please refer to SDCERS' response to the^irst Annual Report of Independent Consultant 
to the City of San Diego dated March 27^2008 (Attachment 2). ^ 3 % 

Recommendation 31: . j ^ . , ^ W 
SDCERS, In conjunction with^h^'City/nanagemeht^shpuld evaluate the communication 
process and information flow b&tweeniSD.CERS anMtk^City and adopt necessary 
modifications, if any, to this process to ensure:the compieie.and timely flow of pension 
and benefit-related information to theJCity necessary.for fiscal planning and the 

—••• f *he.aiy!sifinancial si'atemenisf " " ^ ^ S J . -preparation of the.<City!sifinancial statements? ^WM& 

Response 3 1 . y ^ ^ 
Financial Management concurs with thisirecommendation and notes that several 
mitigating procedures haye>ajready been put in place. These procedures include 
monthly meetingsJbetwMh^tKe-'SDCERS.CFO and the City Comptroller and a mutual 
review;of;'each entity!s;GAFR prior to'issuance. Additionally, the two organizations 

^regularly commiiinicatenas necessary conceming issues of mutual interest. Management 
^recognizes, however, thatjeffective communication is sometimes hampered by ongoing 
^JS'litigation betwee'nithe two entities. 

For^additionaf information, please refer to SDCERS' response to the First Annual Report 
of Independent Consultant to the City of San Diego dated March 27, 2008 (Attachment 

Recommendation 32: 
SDCERS should report quarterly on the actions taken to remediate its failures to comply 
with applicable legal requirements and to ensure that similar failures do not reoccur. 

Response 32: 
Please refer to SDCERS' response to the First Annual Report of Independent Consultant 
to the City of San Diego dated March 27, 2008 (Attachment 2). 
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Recommendation 33: 
The City, working with SDCERS and with the assistance of an experienced pension 
consultant, should explore the range of alternatives for funding the City's pension and 
post-retirement benefits commitments. Alternatives might include, for example, funding 
alternatives, reduction or freezing of benefits, or establishing, as some private entities 
have done, a separate employee/union controlled plan that relieves the employer of 
further obligations. While all such alternatives are subject to legal, contractual and 
employee relation considerations, a comprehensive report sHpuld be issued by 
December 31, 2008. <MW' 

Response 33: . ^ ^ ' ^ ^ 
The City concurs in this recommendation. The City'tias taken^significant steps to reduce 
its pension obligations and its post-retirement benefits commitments^ The City is funding 
not only its full pension yearly obligations butialso"paying in excess::ofrits obligations. 
The City is also proposing a new penston^system for new employeesvtf)at.reduces City 
obligations significantly. Based upon court'Clecisions, reduction of obligations for 
existing employees has not been possible^The City.hajpalso reduced posf-retirement 
commitments. By agreement effective July 2005, .tKeJCity eliminated retiree health 
benefits. The City has also taken steps to fundMtS'Current health benefits by establishing 
a trust that with CalPERS andtfas-deposited approximately $30 million into this account 
during fiscal year 2008. l ^ - f e v . " " ^ x 

^•4 ^ m v . . _ ^ v 
For additional information, please refer to SDGERS^response to the First Annual Report 
of Independent Corisultant.to the Cityjrf San?Diega:dated March 27, 2008 (Attachment 

2). . ^ ^m tor ^ 

Recommendation 34: ^ | | | s s & s ^ v % 
SDCERS' plan actuaiy^buld-petiormjan^experience study to assess the correctness of 
the^0tliaml.assum^ti6yi''being used'a&promptly as practical but within 120 days. This 

..-an^Wure^jle/venc^s^d/es, as well as future actuarial reports, should reflect the effect 
JSwfihe DROP program, ^ s ^ x 

% | H % ^ ^ 
^Response 34: v % , ^ 

Please refer to SDCERS' response to the First Annual Report of Independent Consultant 
to tfie^City of San Diego dated March 27, 2008 (Attachment 2). 

% ^ 
Training ^ ^ ^ 

Recommendation 35: 
The City, with the involvement of the DPWG and the IBA, as applicable, should develop 
within 90 days a comprehensive and coordinated training program for City officials and 
personnel on disclosure and financial reporting and then should report quarterly on the 
implementation and effectiveness of that program and any changes made to it. 

Response 35: 
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The City concurs with this recommendation. In December 2006. the Citv Council 
adopted a comprehensive financial training program developed by the Office ofthe 
Independent Budget Analyst f IBA) at their reouest. Trainings to date covering disclosure 
(March 2007) and financial reporting (Appl 2007) have effectively been coordinated with 
certain members of the DPWG and Citv fiscal/legal consultants. The Citv Council 
training program is: comprehensive for elected official needs/purposes: systematic in 

. requiring that certain important financial topics be covered once every two years: and 
available to Citv staff/public live and via 7/24 replay on the City's website. 

A panel including representatives from the DPWG, the IBA^ahd financial management 
will review the current training programs for the Citv Councilland Citv staff. The panel 
Mi.rnake recommendations r e g ^ '[HPjemept 
changes, if any, within 45 days. A ^ ^i^-

-\ Deleted: 

• - ( 

Deleted: and 

Ji> * & . 

Fiscal Integrity 
V-Vv* 

Recommendation 36: ^ 
Tfte City should assess the value of its curre'nUFive-Year Financial Outlook as a 
planning tool, and consider usepf.additional planning tools, for ensuring that the City is 

-^citizens of San Diego at a cost they 

% 

able to meet its goals for providing-.services to the'citizen 
are willing to bear. % ^ ^ ^ i ^ ***$& 

Response 36: ^ / % . ^ t ^ x . ^ 
The City's Five YearJFinancial Outlook^Outlook) provides the framework for informed 
budgetary plannjng^and'tJ^adoption^Jlje^City's annual budget. The City currently 
works with state^and regionalTagencies-taincorporate relevant economic research and 
policy trendslto,inform the City's forecast-yiThe City incorporates this research and 
continual in-house a nalystsj in periodic updates to the Outlook throughout the year as 
economic conditions^and^Semai^d^pmcity resources change to keep the forecast 
releyanf>tacurrenfcpnditions. TheCityxontinues to evaluate best practices for long 

..tem'fiscdl"planning an'diintends to implement any enhancements that can be realistically 
..^supported by available resources. 

'•Additionally. IBA Report #08-9:rioted items that were not considered in the Outlook that 
ar&likelv to impact the^Citv's General Fund. The IBA Report also compared the City's 
OutlooKUo other municipal forecasts and suggested common features that could add 
value iri":future updates'd.e., a discussion of risks). Citv management has reviewed the 
IBA's recbmrnendations and indicated that thev will .incorporate, them into the next 
Outlook. s * $ y 

The City will continue to work with the Independent Consultant to not only implement these 
recommendations but also to go beyond in order to ensure that the City continues to establish 
best practices in its financial reporting and ultimate disclosure. 
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Sincerely, 

JERRY SANDERS SCOTT PETERS 
Mayor City Council President 

Attachments < ^ K > ^ 

Cc: Honorable Members of City Council/Audit-Committee Members*^^ 
Michael Aguirre, City Attorney <£li$^ ^^>- . 
Stanley Keller, Independent Consultant^ ^ ^ % > 
Jay M. Goldstone, Chief Operating Officer^. / ^ f t ^ 
Andrea Tevlin, Independent Budget Analyst^-...-^S¥y 

4r 3 \ 
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May 6, 2008 

Mr. Kelly C. Bowers 
Senior Assistant Regional Director 
Securities and Exchange Commission 
Los Angeles Regional Office 
11 th Floor 
5670 Wilshire Boulevard 
Los Angeles, CA 90036-3648 

Dear Mr. Bowers: / M W :•-

This is in response to the 36 recommendations contained in the|F.irst Annual Report':of the 
Independent Consultant to the City of San Diego dated-WarcH^Si 2008 (Report). For many of 
the recommendations the City and/or the San Diego City;Ernpioyee Retirement System 
(SDCERS) have already taken corrective;or.proactive action to implement. 

Financial Control Structure ^ 
Audit Committee . ^ s g . ^ i j i fe^ . 

Recommendatibhvl: " ^ i "•$£:£' 
Tfte City shoufd:submit to ttie^yoters for approval in June 2008, and timely fake all action 
to meet that'schedule, the.establlshmentofan Audit Committee that meets the following 
criteria: ^Wk-. .^MMMW><:->.-.w V 

• t f f l a s the requtsif&independenc&frpm financial management. 
. . ^ ^ ^ ^ W P A ^ ^ ' ^ ^ . 6 ^ 6 ^ ' 3 6 to perfonn its oversight functions. 

::;£f.:;::T'» Has a'sufficient'relationship with the City Council to engender its confidence in 
• * S . v ' e w 0 f t^QjCpuncil'sfgle in the City's financial reporting. 

Response 1: ^ ^ 
The::Gity..con curs with^this recommendation and has approved and placed on the June 
2008 BaifoJJor consideration. The Independent Consultant, in his capacity as monitor, 
has reviewed;and,.approved the language contained in the ballot proposal. 

Internal Audit Function 

Recommendation 2: 
The City should submit to the voters for approval in June 2008, and timely take all action 
to meet that schedule, the creation of an office of City Auditor that is separate from the 
current office of Auditor and Comptroller and with direct reporting responsibility to the 
Audit Committee. 



Page 2 
Mr. Kelly C. Bowers 
May 6, 2008 

Response 2: 
The City concurs with this recommendation. The Office of the City Auditor was 
established by the Mayor in calendar year 2007 by separating the internal audit functions 
from the comptroller duties. The reporting structure was also changed so that the City 
Auditor no longer reports to the Auditor & Comptroller (Chief Financial Officer) but rather 
to the Chief Operating Officer. Given certain restrictions in the City's Charter which 
limits a further separate duties, this organizational change separates the Department 
and reporting structure of those responsible for preparing the City's financial information 
and establishing the City's internal controls from those responsible to oversee and report 
on the adequacy of these controls. . . ^ I l p ' 

in addition, the Mayor has signed a Statement of OpeP^inglRrinciples (SOP) that 
provides that the City Auditor to communicate directly.jwith ari&bV responsive to 
requests from the Audit Committee. The City CotTncil has attach'eijjthe SOP to the Audit 
Committee Charter. Until the Charter is amended',1 'this is the most'effective segregation 
of duties permitted, in addition, the City hasf approved and will place ^Charter 
amendment on the June 2008 ballot whichlWould, among other things, have,the City 
Auditor report to the Audit Committee. :r-wi;::. . - ^ M ^ ^ 

Recommendation 3: ,.-?,., ' ^ W K W 
IUC \jiiy Siiouid uBQin mB prcctsSS.-yf.siyn/ticsnity in ere 3 sing uie Sianing Gi fits irkernst 
audit function in order to permit effeciiYe-internat auditing to be accomplished, including 
an assessment by the interna! auditor of'sfaffing needs;'and should periodically report its 
progress to the Audit Committee. :::||. ,WM$$&i*. ^ 

Response 3: d B ^ ' ^ ' W k ^ I H - * ' " ^ 
The City concursfwith this recommendation. The Audit Committee engaged a 
professionalicori'sultant (Jefferson Wellsjttq.benchmark audit functions of other similar 
municipalitiesand,determine:appropriate staff levels for an organization of this City's 
size. They recdm'mende|;'astaff^ 24 auditors for the City. 

A&pahof M$Mayor's$sca\ year 2009 recommended budget, staff for the Office of the 
,:;:|Gi§ Auditor wi&BeJncreased from the current five full-time equivalent (FTE) to ten FTE's, 

*%£$. 100% increasei^This is theTirst step in a mulit-year plan to bring the staffing levels 
':r:W(thin the Office toafoore reasdnable level. The City Council will be considering the 

Mayor's proposal along, with the results of the Jefferson Wells study during fiscal year 
200'9;,bltdget deliberations in April and May 2008. Final budget decisions will be made in 
June 20.08;;:.. Attachment 1 is a response prepared by the City Auditor to the Audit 
Committee;:in/esponse to a recommendation by Jefferson Wells to bring the staffing 
level to arouhd:r24:iFTEs. 

Whistleblower and Hotline Complaint System 

Recommendation 4: 
The City should implement within 45 days, consistent with the advice of Jefferson Wells 
for steps prior to Charter revision, the procedure contemplated by the Audit Committee 
charter for a confidential and anonymous hotline involving the Audit Committee 

file:///jiiy
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independent of City management for complaints and concerns regarding financial control 
or financial and auditing matters. 

Response 4: 
The City concurs with this recommendation. In anticipation of the proposed Charter 
amendment on the June 2008 ballot, steps are being taken to transfer oversight of the 
hotline to the Office of the City Auditor. The proposed Charter amendment changes 
include having the City Auditor report to the Audit Committee and the granting the City 
Auditor the power to investigate any material claim of financiaigraud, waste, or 
impropriety within any City Department. M M ^ ' 

The City Council is expected to discuss and address,;the;h'otline reporting 
recommendations on April 28, 2008. In the interim period bef6re::proposed Charter 
reform in June 2008, the City Council will considefeadopting a resofution providing that 
hotline complaints and activity be directly repo.f e<i to the Audit Committee. Additionally, 
the Council will consider requesting the CjjtyjAtitiitor to audit the hotfine'prpcess and 
related reporting. ' M M .••?.-. ::€l<;v 

Improper Influence Ordinance... "'$?#$$^ 

Recommendation 5: ' ^ v ' ^ ^ S : ^ ":':&fe.. 
The City should address any remaining issues expeditibusly so that an improper 
influence ordinance can be adopted BS promptly,Jas.practicable. 

Response 5: ..viS^;;--''"'"'̂ !;!;;:,. 'WSM^ "'^ 
The City concurswith this recpmmendatjpn. A draft ordinance was circulated to the 
Council and#i£ Rules Subcommittee, tfe-outstanding issues deal with what entity 
should enforce^the ordinance'^the type of enforcement, and the definition of certain 
terms. Efforts to^splyejffie^elssues^a/e^continuing and an ordinance will be presented 
to CoOncil :no laterihan-December 2 0 0 8 ^ 

LFocused FinanciaTManagernent Responsibility and Accountability 

Recommendation 6;:g£:. 
The City,.should subrnjt'io the voters for approval by June 2008, and timely take all 
action t&meet that scfiedule, the separation of the Auditor and Comptroller position into 
two and thelcreatipWdf the position of Chief Financial Officer in order to focus 
responsibilityyandrelated accountability for the City's financial reporting. 

Response 6: 

The City concurs with this recommendation and has approved and placed on the June 
2008 ballot for consideration. The Independent Consultant, in his capacity as monitor, 
has reviewed and approved the language contained in the ballot proposal. 



Page 4 
Mr. Kelly C. Bowers 
May 6, 2008 

Internal Controls Remediation 

Recommendation 7: 
The City needs to better integrate and coordinate its ERP process and ICOFR process 
in order to align their objectives, maximize utilization of available resources and achieve 
optimum results. This should be addressed (to the extent it has not been), with 
identification of defined tasks, specific individuals with responsibility and specific 
resources to be employed, within 45 days. 

Response 7: .•:$£$'' 
The City concurs with this recommendation. Steps have;.air-eady been taken to address 
this recommendation and include: consolidating both;effpfts':iinder the direction of the 
Chief Financial Officer (CFO) and the Comptroller, tasking the^omptrolier's ICOFR 
team with reviewing ERP, system design specifications and p ro cess;: docu me nta tion and 
documenting the "to be" process in accordancejwith COSO internai:control methodology 
and developing the applicable policies and procedures in order to prdvide.effective 
employee training. The relation between^the City's ICOFR initiative andvt£ie:ERP 
initiative were defined in a presentation to the City Council Audit Committee:dn March 10, 
2008. " ^ f k A W 

Recommendation 8: ' ^ ' ' ' ^ fe ; . , , ''>]A.. 
The City needs to devote additionalresdu'rces.tothe ICOBB process if the internal 
control remediation activities are t6:be oompletedyyithin treasonable time frame. The 
City should consider: hiring an outsideconsukihg firm with, experience in developing, 
implementing and •remediating an internal-control structdre within a governmental entity. 
These efforts shpuld be assessed quarterly to determine if adequate progress is being 
made. - ^ t M^ ::||;-

Response 8: '̂ "-j&u A ^ ^ ^ ^ ^ & ^ - . . . W 
The::Gity: concurs with.thespirit of this-fecorhmendation. In this regard, the City's 
proposed fiscal-year 2009 budget provides for two additional staff members for the 

xComptroller's'IGOFR teamfgJf adopted by the City Council, this would bring the total 
^budgeted labor allocation forthe project to 6240 hours which reflects an approximate 
•25% greater commitment to the'project than required by initial estimates. Additionally, 
temporary resourcesiiWill be provided to the project on as needed basis to ensure that 
projecti'needs are met::;| 

While mahagementrdoes not agree with "outsourcing" the development and 
documentatibnvqfjnternai controls, there may be situations whereby the retention of a 
firm with expertise in a particular area may be of benefit to the City. 

Recommendation 9: 
The City should establish a reasonable schedule and budget for developing and 
implementing installation of the ERP system that takes into account integration of the 
ICOFR process. This should be done within 60 days. 
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Response 9: 
The City concurs with this recommendation and is currently reviewing the timeline for 
developing and implementing both projects. The results of this review are planned to be 
presented to the City Council Rules Committee on April 23, 2008. 

Recommendation 10: 
The City should continue to take a top-down, risk-based approach to remediating its 
internal control weaknesses as a more effective way to timely:identify critical internal 
control processes, and should addresses the deficiencies and-weaknesses identified in 
the Kroll Report, the Yellow Book reports and the Auditpr^and Comptroller annual reports, 
but should go beyond these to look at internal contrql$fgn;'a'cpmprehensive basis. 
These efforts should be assessed quarterly. '"'W'" '^t!?^. 

Response 10: A M ^ :W&:i. 
The City concurs with this recommendatiomarid' plans to brief the City;Gouncil on these 
efforts quarterly. The next quarterly briefing!is planned for late April or eariy.May 2008. 
Additionally, upon completion of the ICOFR:process, management plans td;extend its 
internal control review beyond Reporting and tp;;pther elements of the COSO framework 
including Operational, Compliance and Strategic:cqntrol objectives and processes. 

Recommendation 11: ":^^. ^ t y g ^ . ' ^ S > : > . 
In assessing significant accounts antf.t;nder///ng;io/;ocesses:3s part ofthe ICOFR 
process, the City needs.tqjqok belbwthe tppJevelSgoyernment-wide financial 
statements to thejnhiviau'^lfinancial siaiements that comprise the CAFR. This should 
be done within :60 days. W •'#£, 

R e s p o n s e 1 l ' ' ^ :^ : : . .;:^:p;:.v...,,. ' £ % 
The City concur&wUh ^J_s;process':and;win 'supplement its quantitative assessment 
thrp.ugh;:the.use a qualitative process to identify controls related to unique or significant 
activities which rnay impact operating results at the fund level in the City's Financial 

-.^Statements. "Svik '̂ >Sa.. 

Recommendation 12:^:. 
The Cjty.should consider interim remediation options to enhance confidence in the 
reiiabiiify'Mfinancial'rpporting in the near term, including development of period-end 
financial reporting:routines. The City also should prioritize its remediation efforts to 
address the'most-cfitical needs as promptly as possible. It should report to the Audit 
Committee on the progress of these efforts at least quarterly. 

Response 12: 
The City concurs with this recommendation. The City has predefined period-end 
financial reporting routines; however, they are not documented. Staff plans to present 
formal documentation ofthe City's existing period-end financial reporting routines to the 
Audit Committee no later than May 2008. These processes will reflect the City's current 
"as is" routine for compiling monthly and fiscal year end financial reports. With the 
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implementation ofthe ERP system, the City will be moving toward calendar based . 
reporting periods rather than periods based on the City's payroll cycle. As such, the 
ICOFR process in connection with the implementation ofthe ERP system yvill produce 
completely revised financial reporting routines. These routines will be documented prior 
to "go live" on the new accounting system. 

Financial Reporting Enhancements 
Review of CAFRS , Jl;-

Recommendation 13: . . ^ I C 
The Audit Committee, with the assistance of its ad hgc'iadvisgry group and its 
professional consultant, should review within 45 days^and impfoye as necessary its 
procedures for review of the City's CAFR to determine if any impfgyements should be 
made to those procedures. y;sSP;' ^ffe.. 

• Response 13: - ^ y &. ' ^WA. 
The City concurs with this recommendation^he City.has^now completed four CAFRs, 
with three of them being reviewed by the Audit'Committee. The Audit Committee began 
reviewing the City's fiscal year 20,06 CAFR on Apol:| :and concluded its review on April 
18. The City Counci! reviewed.the/GAFR on A T H 22;and voted to receive and file the 
CAFR. The Audit Committee wilj;d6cket.a discussiohyvith management and outside 
disclosure counsel to discuss whaiihas worked-and perhaps what improvements could 
be made to the CAFR review process. ^ K ^ M ^ ^ . ^ ''fyfy 

The Audit Comrnittee'''appointed an ad^oc'advisory group in 2007 to analyze the City's 
CAFR review.prqcess and make recommendations for improvement and on April 28, 
2008 the Ad::Hoc Advisory Committee presented its recommendations to the Audit 
Committee. ^^jtipnally.^&^udit^Committe.e similarly requested that Jefferson Wells 
examine the City's-:CAFR')fe^ report was also delivered to the Audit 
Committee on ApritSa^OOS. ' ' " ^ l i - ' ' 

^She l f -L i ke Disclosure System 

Recommendation 14im 
The'Cify^with the assistance ofthe DPWG, should evaluate within 6 months the 
desiratiillfaqf a shelf-jike disclosure system to improve the quality and timeliness of its 
reporting'id^the financial markets on an ongoing basis and to permit the efficient access 
to the capitaVwark'ets for needed financing. 

Response 14: 
The DPWG procedures for review of Official Statements are designed to ensure, to the 
extent possible, that such Statements contain no material misstatements or omissions 
and otherwise are consistent with disclosure best practices. The procedures require 
multiple levels of review, including by a "Financing Group" and the full Disclosure 
Practices Working Group. The Financing Group is appointed for each transaction, and 
consists of the Deputy City Attorney for Finance and Disclosure, outside disclosure 
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counsel, and the bond financing team (bond counsel, underwriter, underwriter's counsel, 
financial advisors, City staff - i.e., those persons generally thought of as the core working 
group). An Official Statement will be prepared by the bond financing team, reviewed by 
the Financing Group and the Disclosure Practices Working Group, certified as to its. 
accuracy by the Mayor and the City Attorney, and by the City Auditor as to the financial 
statements and any abstracts from such statements in the body ofthe Official Statement. 

Such multiple levels of review involve significant commitment of time and City resources. 
There are various alternatives to address this that the City hasoinder consideration. 
One approach would be to move towards "shelf-like" disclosure This has been used by 
municipal issuers, which prepare, for example, annual information statements, quarterly 
updates to those statements, and a separate bhng-dpwn:supplementfor each financing. 
This would ensure that at any point in time the City's:disclosure;-was relatively recent and 
would avoid delays accessing the public capital.markets. ' ' ; ^ | i ^ . 

An alternative approach would be for the City's-financial staff to carefuliy/monitor the 
calendar for upcoming financings, and befsufe to allow sufficient lead time^tq, 
accommodate the DPWG review procedure%r.This is ;the;lpproach that is/iri:effect, 
being utilized today. The DPWG established and published timelines for review of both 
Official Statements and other disclosure document'^City staff is responsible for 
rnnnitnnnn tho fnpA/arH finanHnrr'cslendar with such timelines in mind. 

The shelf-like registration would require the-City to at all times have a relatively current 
disclosure document. Whether suchUpproachVon-.the current'approach of monitoring 
carefully the forwardvcalendar is the:"mpst efficacious}will-.depend in principal part on the 
frequency of the/City's'financings. If ffe-City were to plan on entering the market for 
City-backed debt,^whether general fund'secured, water or wastewater revenue secured, 
or otherwise^Ori'. for example";;a quarterlyibr more frequent basis, the shelf-like review 
may be preferable. On the;pther.hand, if the City were only entering the market once or 
twice a year, the-'donstanfirevte necessitated by the shelf-like process 
mayrppt;be.efficieht;:^:l'}Y;::'' '""'•"••^^ft' 

^A"pfesentationpn;a shelf7like registration will be made to the DPWG by the Independent 
^Consultant by the'end of Apnl;2008.. 

The ;City will carefully^cpnsider these factors and work closely with the Independent 
Cohsultant, the Deput^City Attorney for Finance and Disclosure, and the City's outside 
disclosurepounsel, :tpVarrive at the optimal approach for the City in iight of the 
considerations outlined above. 

'-,-XL' 

Recommendation 15: 
The City, with the assistance ofthe DPWG, should, in connection with planning to 
reenter the public market, evaluate the relation ofthe CAFR to the offering disclosure 
document and, in particular, should consider no later than in connection with the 2007 
CAFR the role and coverage ofthe Letter of Transmittal in relation to the CAFR with a 
view to eliminating unnecessary repetition and discussion. 
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Response 15: 
The City concurs with this recommendation. In this regard management will present to 
the DPWG (a working group composed of City employees) for fiscal year 2007 a 
significantly revised letter of transmittal which conforms to the consultants' other 
recommendations and is in keeping with best practices for financiai reporting. The 
DPWG will consider whether certain information in the letter of transmittal should more 
appropriately be included in any official statement provided to investors. 

Improved Discussion and Analysis 

Recommendation 16: ''::-| % ^ . 
The City, no later than in connection with its 200KCAFR, shouid improve the quality of 
its financial disclosure by providing an analysis}: either in the MD&#qr,Letter of 
Transmittal, as appropriate, that facilitates ^understanding of the Cfty&financial 
statements and its financial condition, financial results, liquidity and capital'needs, 
including the risks faced by the City. "^-ft- . ^ ^ '"'*$* 

Response 16: ,, A, ''- '-f; gjj.^" 
Financial M3naneme.nt notes that'the.recommendation reflects the existin1*1 function of 
both the Letter of Transmittal and/Management's Discussion and Analysis and that they 
are both prepared in accordance "with a'ccepted.guidanbeTp.romulgated by the 
Governmental Accounting Standa^s^Board^n^^oyernment Finance Officers 
Association. Management agrees, howeyef;::thatgbyemmental accounting is a complex 
topic and that improyerfients.can be made^in the context of the SEC's Plain English 
initiatives. Accordingly, financial management will revise the Letter of Transmittal and 
Management's Discussion aricl Analysis injan effort to deemphasize certain topics and 
better communicate the issues raised in thtsrecommendation. 

' ' • ; < : • ; • : • . 

Discfosureiof Contractual and Off-Balance Sheet Obligations 

Recommendatidn^iJ: ''v'Wi&. 
:JJhe City, beginning'with the 2007 CAFR, should include in either the Letter of 
transmittal or MD&AMa. tabular presentation of its contractual and off-balance sheet 
obfigaiipns and other'Sqmmitments shown by relevant periods and with totals. 

Response^: , J iM? ' 
Financial Management notes that in accordance with Governmental Accounting 
Standards Board1 Statements, the City's debt service (principal and interest) obligations, 
capital and operating lease obligations, pension and post-retirement benefit obligations, 
purchase commitments and other contractual obligations, and other long-term liabilities 
shown on the statement of net assets are currently discussed in detail in notes 5, 6,10, 
12,17 and 18 to the financial statements in recently released CAFRS. For items not yet 
required to be disclosed in the Notes (OPEB), the City has voluntary disclosed that 
liability in its Letter of Transmittal. 
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Loss Contingencies and Risk Assessments 

Recommendation 18: 
The City, through the City Attorney Office, should, prior to the preparation of the 200 7 
CAFR, improve its systems for dealing with loss contingencies for financial reporting 
purposes in order to remedy any deficiencies raised by the City's independent auditors 
to the extent not already remedied. 

Response 18: ,•£$$?' 
Financial Management agrees with this finding; however^notes that the City Attorney is 
an independently elected official and that the valuatiqn:pf contingent liabilities is almost 
fully under the purview and expertise of the City Attorney. As'a;supplemental 
recommendation, financiai management recommends that the City;Attorney review and 
publish procedures for work product review byTsupervising attorney's^and also publish 
procedures concerning the compilation of thejFASB 5 letter from the City;,Attorney. This 
would put in place revised internal controlS;th'at would demonstrate that me;.F:ASB 5 
response of the City Attorney not only reflects;-what isjnj-the City Attorney's case files but 
that the case files themselves are maintainediin'accprdahce with attorney work product 
standards. Once these procedures are in place;:i1he:City Attorney could request a 
r o w i o x r K*/ f K o ^ j t v / ' c I n f a r n o l A r . iWi t i -» r tn a n c i i r o t h o v V ' Q ' r o i - > n o r a t l n / i c i f f d / » t t w c i l w A r i r i i i i r \ n ^ \ \ t r 

this would strengthen already e^tabiish'ed procedures';,f6r.communicating the status of 
contingent liabilities to the City's Bire.ctor'dfrisk.management. 

Disclosure Practices Working Group (DPWG)^ : 

Recommendation 19: 
City officials shbuid, to thefextentjhey have-not done so, appoint designees to the 
DPWG within 3b'<days tpiemuMsyallability of quorums and continuity from meeting to 
rneetin&Qfy;^ " ^ ^ P " ''*'•'#$$?/£ 

o-Response IQ:^-;;^. M-ii;:&., 
.•x-.v.-;-;-

'The City concurs witfcthis recbrhmendation and will request permanent appointees 
designate alternatestpithe DPWG to formally substitute representatives to the DPWG to 
ensure::that there willibe a quorum at all scheduled DPWG meetings. In addition, steps 
will be taken to assufefthat permanent appointees and their substitutes stay abreast of 
the principahdisclbsuVe matters being addressed by DPWG from time to time to ensure 
the quality oMheydiisclosure. 
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Recommendation 20: 
The DPWG should continue to establish a regular meeting schedule. 

Response 20: 

The City concurs with this recommendation and the DPWG has already established a 
set meeting schedule. The DPWG meets the 1st and 3rd Wednesday of every month and 
more frequently as necessary. ,_£$&:• 

Recommendation 21: ..^•W''"'^M-\. 
Any necessary changes to the Disclosure Controls and Procedures to reflect changes to 
the Municipal Code should be effected within 45days. ":-:!|r:-.. 

Response 21: . ^ W " : W i ^ 
The City concurs with this recommendation^'A draft of a revised Disclosure.;Controls and 
Procedures to conform to the Municipal Code and to make'other appropriate^changes 
has been circulated and will be adopted withiri'Jhe recommended timeframe. 

Recommendation 22: :?vk' T^S--;^- "''*£&.. 
The DPWG should assess the effectjvenesspf,its reviewpfthe form and content of 
"press releases,... web-site postings; and otRercprnrpunications reasonably likely to 
reach investors or the'.-securities markets" as-se/ fortfrin.Section 22.4107(a)(1) ofthe 
Municipal Code and withihf45 days recommend change's, if any, to reflect actual 
practices within the City. '%^ V;M, 

Response 22 :^ . . . ,;;:S!:.r.:,-,..,,., ';£|:,K 

The-.pPWG.:has discussed on several Occasions the impracticality of reviewing and 
com"meritihgVb|npressTeleases, web-site postings and other communications. In 

.^rebbgnition of %:isi.Lit has;-:been suggested and consistent with Recommendation 23, 
;.-:.:b'elow, the Management is"esj:ablishing an Investor Information web page on which City 
'•'fihancia! informatiohvthat has:been reviewed and signed off by the DPWG will be posted. 
THe:;pPWG will review/Section 22.4107(aX1) ofthe Municipal Code and will recommend 
changes as appropriate! 

R ecom m endation ••23: 
In connection with the foregoing, the City should revise its website within 90 days to 
have a dedicated portal where official documents reviewed by the DPWG can be posted. 

Response 23: 
The City concurs with this recommendation. The City's Investor Information webpage 
shall provide a portal in which official statements for outstanding bond issuances will be 
archived. In addition, official statements for new bond offerings, which have been 
reviewed by DPWG, shall also be posted on the webpage. This site will also maintain all 
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material event notices and the continuing disclosure annual reports disseminated to the 
market. A prototype of the Investor Information webpage, created with the City 
disclosure counsel's assistance, was reviewed by the DPWG on April 2, 2008, and the 
webpage is anticipated to go live by early May, 2008. The City staff will administer 
ongoing updates to the website in consultation with the DPWG. 

Recommendation 24: 
The DPWG should, as required by the Municipal Code, continue to assess at least 
annually the adequacy of its existing processes and proposeimodifications to enhance 
the efficiency and overall effectiveness of its operation&MM^ 

Response 24: . t f e "W/i.-;. 
The City concurs with this recommendation and;the DPWG will at'ieast.annually assess 
the adequacy of its existing processes and-firopbse modifications to enhance the 
efficiency and overail effectiveness of its operations. This,review will be especially 
critical as the City prepares to re-enter thepublic bondrriarkets for the first time since 
the DPWG was established. The DPWG has:.bbnductedsuch internal reviews on an 
annual basis, and the third annual report was released on December 15, 2007. 

Recommendation 25: ' :^.. "::::-^;^..,. '^^B:.. 
The DPWG, in conjunction with City$nanciajwanagemeni:and the IBA, should assess 

. the current training program for City qfficiafs'ahd staff, and recommend and implement 
changes, if any, within 45 days. 'h*£'MW' 

Response 25:-:':::' £•$ 

The City concurs-:with this?fecommendatj_on";:5;A panel including representatives from the 
DPyVG;; the JBA, anciifinancial management'will review the current training programs and 
make'Tecbmmendatibns^re the current training programs for city officials and staff 

.::vand make recbmrnendations and implement changes, if any, within 45 days. 

Role of Counsel in Legal Compliance 

Recommendation 26-£" 
The City sfiouid consider whether any steps are necessary to ensure the availability of 
legal counsd t f i i fwi l l foster the ability of City officials to consult with and obtain legal 
advice based upon a relationship of trust and confidence designed to promote legal 
compliance. 

Response 26: 
The City concurs with this recommendation. There is some disagreement among City 
officials on the role of the City Attorney. The City Attorney as a city-wide elected.official, 
currently views his client as the public rather than the City and its officials. The City 
Attorney on occasion pursues policy and/or legal positions that are contrary to the 
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legal/policy positions adopted by the Counci! and/or the Mayor. The City Attorney also 
believes that he can initiate civil proceedings without authorization by the City Council. 

As noted by the Independent Consultant, that "because of the potential for tension 
between separately elected officials there may be a need for legal counsel who is in a 
position to serve as adviser to other elected officials and thus able to advise on legal 
compliance as matters are being considered." The City Council has from time-to-time 
hired outside counsel to advise it and the Mayor on particular issues and has even 
retained outside legal counsel to represent the City on matters'rWhere it has been 
determined that the City Attorney has taken a position contrary:to the best interest of the 
City. ' " . j l i C 

In addition, a committee that reviewed the City Charterrecommended that changes be 
made to fhe Charter to better cfarify that fhe ro(e:of.the City Attorney, whether elected or 
not, is to represent the City and its officials and.ithtat litigation can ohiy/be initiated with 
Council approval. Those recommendations^were not included in balibtimeasures 
coming before the citizens in June 2008.-^Nohetheiess, Cjty officials work-tp;promote 
procedures that foster compliance with disclosure and.ajipther legal requirements, 
including work on the DPWG, the completion'bf:.four.:QAFRs, cooperation with the SEC 
Independent Consultant, and implementation wUHiKrbll recommendations. The issues of 
authorization and identity of the client ma" require judicial resolution. 

San Diego City Employees Retirement System (SEJCERS) ;;-:#: 

Recommendation :27yJ" 'K:*&-.. '' 'M^iF 
The City Councij;shouid address within-30 days the "technical corrections ordinances 
and the "waterfall" ordinanc&&lt also shdujd act on the matters required by the 
compliance statement withJfipJRS within me time specified therein. 

Response 27: ' ' A ^ M f ' '"^'W^?' 

.;:;;H3jty concurs withjthis recommendation. Docketed for the April 1, 2008 City Council 
•'^ivmeeting is the first Reading bf-an Ordinance to implement the Settlement Agreement 

"Betvveen SDCERS/The City bf:;San Diego and the Internal Revenue Service, in addition, 
SOGERS and City Management have been attempting to modify the Municipal Code to 
"officiaily" eliminate thepse of "surplus earnings" to pay for certain retirement benefits. 
The actual use of "surplus earnings" ended with the City's June 30, 2006 actuarial 
valuation.'1^-thaMime, SDCERS directed its actuary to include the payment of the 13lh 

check and Corbett- Benefits in its valuation liabilities and as a result these two benefits 
are now being'paid for by the City as part of its Annual Required Contribution. As such, 
no benefits are being paid from "surplus earnings." Several attempts to bring the 
Municipal Code into conformity with this practice have not been successful and staff will 
continue to attempt to bring this matter forward for City Council action. 

For additional information, please refer to SDCERS' response to the First Annual Report 
of Independent Consultant to the City of San Diego dated March 27, 2008 (Attachment 
2). 
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Recommendation 28: 
To the extent necessary, SDCERS should be asked to adopt promptly any necessary 
amendments to its other "controlling documents," following final action by the City 
Council regarding the matters listed in the preceding recommendation. 

Response 28: 
Please refer to SOGERS' response to the First Annual Report bf-.lndependent Consultant 
to the City of San Diego March 27, 2008 (Attachment 2)..,--riy 

Recommendation 29: v 'W '̂ ife. 
The Mayor should make reasonable efforts to appoint or reappoinitrustee to fill the 
current vacant and holdover positions on the.SDCERS Board within-§0days. 

Response 29: :S!" ; : ' ..̂ -. ^ S > . 
The City concurs with this recommendatibhiiiThe Mayo^has appointed several new 
members to the SDCERS Board and regularfy.searchesand solicits qualified individuals 
to fill vacancies on the Board. Recently, the SDCERS' Board purchased Directors and • 
Q f f J Q Q f g i n S U r a n C 3 1 * ' ^ , ' ' ^ ^ , c - ^ ^ ' f l H o o c - l c t i n m - z - t r i o c c ' r i f •f i l l inz-i n n o i f i o n c K Q / ~ O I I C O t h a r o o r d 

concerns about lawsuits being initiated against the directors. Because of the importance 
ofthe position and the extensive qualificationsinecessaiy; the appointment process is 
necessarily slower than desired. W;̂  / l ^ fev . . . ^ 

For additional infprrriationi'please refer tb-SDCERS' response to the First Annual Report 
of IndependentiCdhsultant to-the City of/San Diego dated March 27, 2008 (Attachment 
2). .sw m -fc. 

Recommendation'30^^ v-;'-=S£;',:' 
SDCERS'^hquldr continue to develop and implement a comprehensive training program 

::::'fpr7fs trustees'and staff,"including training in pension finance and investing and in 
^prudent trustee requ'irementsy:_lt should report quarterly on these training activities. 

Response 30: ^ -
Pleaseirefer to SDCERS' response to the First Annual Report of Independent Consultant 
to the'Citypf San Diego dated March 27, 2008 (Attachment 2). 

Recommendation 31: 
SDCERS, in conjunction with the City management, should evaluate the communication 
process and information How between SDCERS and the City and adopt necessary 
modifications, if any, to this process to ensure the complete and timely flow of pension 
and benefit-related information to the City necessary for fiscal planning and the 
preparation of the City's financial statements. 
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Response 31: 
The City concurs with this recommendation and notes that several mitigating procedures 
have already been put in place. These procedures include monthly meetings between 
the SDCERS CFO and the City Comptroller and a mutual review of each entity's CAFR 
prior to issuance. Additionally, the two organizations regularly communicate as 
necessary concerning issues of mutual interest. Management recognizes, however, that 
effective communication is sometimes hampered by ongoing litigation between the two 
entities. As part of the DPWG's review of the City's 2006 CABR;-.SDCERS' CFO 
participated in the DPWG meeting in order to respond to questions from DPWG 
members. Questions focused on those areas ofthe City'^CAFR where information was 
obtained from SDCERS' CAFR. , : # i F : ^ : L , 

For additional information, please refer to SDCERS! response tb'th'e First Annual Report 
of Independent Consultant to the City of San Diego dated March 27v-;2008 (Attachment 

Recommendation 32: y;W&- - y ^ ^ 
SDCERS should report quarterlyon the actions iaken to remediate its failures to comply 
t A / t f h o rt rt / f r * n h f a i e i n i i r a m i t r a m a ' n f ' e * V e i n / " / t n o r t o r r r o f h t ^ t f - . r * t m ! 9 a r f z > i l i i r a e * W r t rm i r \ f r a r s r ^ r ^ i t r w m i u f * / f j i i \ s i - A u i \ * t i x ^ y W J r w t f u " w r r n—i n - J \*4t I K J 4 W ^ J J S J U J W i l r u t w r i m u r r u r r u r ^ ^ IHTC I I \ S L I w v W W * 

Response 32: 'W .̂. ' ' ' ^ S ^ ; ^ . '':'A>.. 
Please refer to SDCERS' response'-to.the FirstAnnual Report of Independent Consultant 
to the City of San Diegb;dated March-i/, 20081Attachment 2). 

Recommendation 33: 
The City, working, with SD.CERS.and with the assistance of an experienced pension 
consultant, shoWd\explo^0^&'^anj^::Ol.altematives for funding the City's pension and 
post-retirement behefifslcbmmitmenis^Alt'ernatives might include, for example, funding 
al{Gfpativ'esfrhducti6nlorf-freezing of benefits, or establishing, as some private entities 

ibave done, a'separate employee/union controlled plan that relieves the employer of 
^further obligations-^Whileallssuch alternatives are subject to legal, contractual and 
^employee relation considerations, a comprehensive report should be issued by 
D'ecember 31, 2008Wi-

Re5pohse>33: , . ^ 0 
The City concurs jn '̂tPiis recommendation. The City has taken significant steps to reduce 
its pension obTigatiohs and its post-retirement benefits commitments. The City is funding 
not only its full pension yearly obligations but also paying in excess of its Annual 
Required Contribution. The City is also proposing a new pension system for new 
employees that reduces future City costs significantly. Based upon court decisions, 
reduction of obligations for existing employees has not been possible. The City has also 
reduced post-retirement commitments. By agreement effective July 2005, the City 
eliminated retiree health benefits. The City has also taken steps to fund its current 
health benefits by establishing a trust that with CalPERS and has deposited 
approximately $30 million into this account during fiscal year 2008. 
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For additional information, please refer to SDCERS' response to the First Annual Report 
of Independent Consultant to the City of San Diego dated March 27, 2008 (Attachment 
2)-

Recommendation 34: 
SDCERS' plan actuary should perform an experience study to assess the correctness of 
the actuarial assumption being used as promptly as practical but within 120 days. This 
and future experience studies, as well as future actuarial reports, should reflect the effect 
of the DROP program. . ^ ^ f i 

Response 34: , ,:-,:J|J?- '^Mh-. 
Please refer to SDCERS' response to the First Annual Report of Independent Consultant 
to the City of San Diego dated March 27, 20p8:i(Attachment 2). 

Training ••$w 

Recommendation 35: .:..:. '''"^MW 
Tha r̂ !t\/ \*fjfh the inv^lv^mentofiheDP^A/G and the'JBA ^^ ^nni'm^hic* ohmiiri Woi/a/nn 
within 90 days a comprehensive:and coordinated training program for City officials and 
personnel on disclosure and financial repotting and then-.shquld report quarterly on the 
implementation and effectiveness otihat pr6gr$m]and any changes made to it. 

Response 35: ^MWy''"''''''''^K ' WM^' ' '':'' 
The City concursiwith this recpmmendatipn. In December 2006, the City Council 
adopted a cpmpfehensive financial training program developed by the Office of the 
Independent Budget Analyst;(IBA)tat its request. Trainings to date covering disclosure 
(March 2007) ahtonancjal)re^orting^April 2007) have effectively been coordinated with 
certajn;members oflthetfDPWG and CityTiscal/legal consultants. The City Council 
training'program is comprehensive for elected official needs/purposes; systematic in 

.^requiring that "certain important financial topics be covered once every two years; and 
'••available to City £taff/public;iiye and via 7/24 replay on the City's website. 

Apanel including representatives from the DPWG, the IBA, and financial management 
wiii reyiew the current-training programs for the City Council and City staff. The panel 
will maKe|recommeridations regarding the current training programs and implement 
changes, if:any, within 45 days. 

Fiscal Integrity 

Recommendation 36: 
The City should assess the value of its current Five- Year Financial Outlook as a 
planning toot, and consider use of additional planning tools, for ensuring that the City is 
able to meet its goals for providing services to the citizens of San Diego at a cost they 
are willing to bear. 
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Response 36: 
The City's Five Year Financial Outlook (Outlook) provides the framework for informed 
budgetary planning and the adoption of the City's annual budget. The City currently 
works with state and regional agencies to incorporate relevant economic research and 
policy trends to inform the City's forecast. The City incorporates this research and 
continual in-house analysis in periodic updates to the Outlook throughout the year as 
economic conditions and demands on city resources change to keep the forecast 
relevant to current conditions. The City continues to evaluate|Best practices for long 
term fiscal planning and intends to implement any enhancements that can be realistically 
supported by available resources. $$$&. 

Additionaily, IBA Report #08-9 (Attachment 3) noteditems th'atjwere not considered in 
the Outlook which are likely to impact the City's.General Fund. TheilBA Report also 
compared the City's Outlook to other municipaKfbrecasts and suggested common 
features that could add value in future updafes-r(i.e., a discussion of risks)., City 
management has reviewed the IBA's recpmmendations and indicated th'afahey will 
consider incorporating these recommendations into thepext Outlook. 

The City will continue to work with the Independent Consultant to not only implement these 
recommendations but also to go beyondMn'order to ensure that the City continues to establish 
best practices in its financial reporting ahdiultimateldisclosure.':;o!^.;.. 

Sincerely, 

JERRY SANDERS^ "SCOTT PETERS 
Mayor jM%**' ' 'v '^W&& ^'^V Council President 

Attachments'"^:":'. 

Cc: Honorable Members of City Council/Audit Committee Members 
Michael Aguirre, City Attorney 
Stanley Keller, independent Consultant 
Jay M. Goldstone, Chief Operating Officer 
Andrea Tevlin, Independent Budget Analyst 
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EXECUTIVE SUMMARY SHEET 
CITY OF SAN DIEGO 

DATE ISSUED: April 25,2008 REPORT NO: 
ATTENTION: Council President Peters and City Council 
ORIGINATING DEPARTMENT: Mayor Sanders Office 
SUBJECT: Response to Report from the Independent Monitor 
COUNCIL DISTRICT(S): 
CONTACT/PHONE NUMBER: Ed Plank/ 236-6433 

REQUESTED ACTION: Docket for City Council discussion the Mayor's response to the 
annual report from Mr. Stanley Keller, the Independent Oversight Monitor and authorize Council 
President Peters to co-sign the response prior to its submittal to the Securities and Exchange 
Commission. 

STAFF RECOMMENDATION: Authorize Council President Peters to co-sign the Mayor's 
response to the Annual Report. 

EXECUTIVE SUMMARY: The 2006 Report ofthe Audit Committee ofthe City of San -
Diego (the "Kroil Report") and the Cease and Desist Order ofthe United States Securities and 
Exchange Comission issued in November 2007 established an Independent Monitor/Consultant 
to oversee and report on the City of San Diego's implementation of remedial actions included in 
the Kroll Report's recommendations and as required by the SEC. Mr. Stanley Keller with the 
firm Edwards Angell Palmer & Dodge LLP was contracted to serve as this Independent Monitor 
in January 2007. 

Mr. Keller issued the First Annual Report ofthe Independent Consultant to the City of San 
Diego, dated March 25, 2008. The report is attached. 

The Mayor's Office, with input from the Office ofthe Independent Budget Analyst and the 
Disclosure Practices Working Group, has prepared a response to Mr. Keller's Report. This 
response is being provided for review by the City Council with a request for the Council 
President to be authorized to co-sign the response prior to its submittal to the United States 
Securities and Exchange Commission. 

FISCAL CONSIDERATIONS: 

PREVIOUS COUNCIL and/or COMMITTEE ACTION: 

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS: 

KEY STAKEHOLDERS AND PROJECTED IMPACTS: 

hief Operating Officer 
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First Annual Report of Independent Consultant to the City of San Diego 

I. Introduction 

This is my First Annual Report as Independent Consultant to the City of San Diego (the 
"City") in accordance with the Cease-And-Desist Order ofthe United States Securities and 
Exchange Commission (the "SEC") dated November 14, 2006 (the "SEC Order"). I became 
Independent Consultant under the Agreement between the City of San Diego and Edwards 
Angell Palmer & Dodge LLP for Independent Consulting Services dated January 16, 2007 (the 
"Agreement"). The Agreement also provides for me to act as Independent Monitor as 
contemplated by the Report ofthe Audit Committee ofthe City of San Diego issued on August 8, 
2006 (the "Kroll Report") to oversee and assist the City in implementing the recommendations of 
the Kroll Report. I issued my Initial Report required by the Agreement and the.SEC Order on. 
June 7, 2007. It described my activities as Independent Consultant and Independent Monitor. 
The Initial Report also made certain recommendations based on these activities. As provided in 
the Agreement and the SEC Order, this First Annual Report describes my review and assessment 
ofthe City's policies, procedures and intemal controls regarding (i) its financial and other 
disclosures, (ii) the hiring of internal personnel and external experts for disclosure functions, and 
(iii) the implementation of active and ongoing training programs to educate appropriate City 
employees rcgaiuing compliance wiui uisciosurc ouitgaiions, anu my conclusions anu 
recommendations with respect to these matters. The SEC Order provides for subsequent reports 
to be delivered after the second and third anniversaries of my appointment., 

This Report contains recommendations, both those included in the Initial Report and 
those developed subsequently, conceming, among other things, the City's policies, procedures 
and intemal controls regarding its disclosures for offerings, including disclosures made in its 
financial statements, pursuant to continuing disclosure agreements and to rating agencies, with a 
view to assuring compliance with the City's disclosure obligations under federal securities laws. 
It also includes my assessment and report on compliance by the City with those policies, 
procedures and internal controls and whether it has adopted recommendations previously made. 
Under the SEC Order, the City is to implement those recommendations or alternatives that the 
Mayor and City Attorney certify they reasonably believe are expected to achieve the same 
objectives. 

My Initial Report focused on my activities both as Independent Consultant under the SEC 
Order and as Independent Monitor under the Kroll Report, with emphasis on the latter because of 

. the nature of my activities at the outset of my engagement. This Report deals solely with my 
role as Independent Consultant.1 I have been assisted in my activities by lawyers and other 
personnel in my law firm, most notably Walter St. Onge, an expert in municipal finance law. I 
also have been assisted by Rod LeMond of McGladrey & Pullen LLP based in Riverside, 
California, who I retained to provide independent governmental accounting and auditing 
expertise. McGladrey & Pullen is a leading national accounting and auditing firm with 
recognized expertise in governmental accounting and auditing. 

1 My focus has been on the City's ongoing efforts and future compliance. My role is not to revisit or replicate the 
extensive internal and forensic investigations that have taken place at great cost to the City, and I have not done so. 
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II. Summary of SEC Order 

The SEC Order resulted from the SEC's investigation into whether the City violated the 
antifraud provisions of the federal securities laws in connection with its offer and sale of over 
S260 million in municipal bonds in 2002 and 2003, its filing of information pursuant to its 
continuing disclosure obligations with respect to its outstanding bonds and notes, and its annual 
presentations to the rating agencies. In particular, the SEC found that, in connection with these 
activities. City officials knew or were reckless in not knowing ofthe failure to disclose the 
severe difficulty the City faced with respect to funding its future pension and retiree health care 
obligations. The Kroll Report also concluded that the City knowingly violated federal and state 
legal requirements regarding the allocation of costs to residential and industrial users of its 
wastewater sewer system. 

According to the SEC Order: 

• During the relevant time period, the City engaged in several disclosure-related 
activities. The City conducted five municipal bond offerings during 2002 and 
2003, totaling over S260 million in face value. In connection with each of these 
offerings, City officials assisted with the preparation of offering documents, 
namely the preliminary official statement and the official statement. These 
\IVSVUIII\,UI.3 VJUIIUUMWU i iuui i i ia i iLr i i j w a u u g iu mu- ^ n j o j^v-iiaiun cuiu i b i t i u ^ n u a i u i 

care obligations in appendices A and B, which appendices City officials were 
directly responsible for drafting and updating. 

.• Further, in 2003 the City prepared and filed annual continuing disclosures relating 
to $2.29 billion in outstanding City bonds and notes. These disclosures included 
information relating to the City's current fiscal state, including the state of its 
pension obligations. City officials were responsible for ensuring that these 
disclosure filings contained current and accurate information. 

• Finally, during the relevant time period, the City made yearly presentations to the 
rating agencies both with respect to specific bond offerings and to update the 
agencies on the City's general credit. The agencies specifically requested that the 
City address its pension plan in these presentations, as this information directly 
affected the City's bond ratings. These presentations were prepared and presented 
by City officials. 

• In connection with these disclosure undertakings, the City provided infonnation 
relating to its pension and retiree health care obligations. Such information, 
however, did not include disclosure ofthe gravity ofthe City's financial problems 
with respect to funding these obligations. In particular, the City faced substantial 
and growing pension and retiree health care liabilities, primarily as a result ofthe 
City's intentional under-funding of its pension plan over a number of years, the 
granting of additional retroactive pension benefits, its use of pension fund assets 
to pay for those additional benefits, and the pension plan's unexpectedly low 
investment earnings. 
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When the City eventually disclosed these liabilities in fiscal 2004, the credit rating 
agencies lowered or suspended the City's credit ratings. The City also was unable to timely 
provide audited financial statements. The SEC, in turn, conducted an investigation into the 
matter. The SEC found that the City's failure to disclose infonnation regarding the current 
funding of its pension and retiree health care obligations, the future funding of those obligations, 
and the City's ability to pay those future obligations constituted a violation of Section 17(a) of 
the Securities Act of 1933, Section 10(b) of the Securities Exchange Act of 1934, and Rule 10b-5 
thereunder, which prohibit the making of any untrue statement of material fact or omitting to 
state a material fact in the offer or sale of securities. The SEC recently stated that its 
investigation is ongoing as to individuals and entities that may have violated federal securities 
laws. 

III. Objectives of Remedial Action 

As noted in the Initial Report, over two decades ago, a disclosure model comparable to 
the model of full and fair disclosure that was developed for the corporate securities world under 
the SEC's registration system was imposed upon the municipal securities world, resulting in SEC 
Rule 15c2-12 and an increased focus on antifraud enforcement. Rule 15c2-12, as amended, 
mandates that an underwriter obtain from the issuer and review a final official statement, as 
defined in the rule, and reasonably determine that the issuer has undertaken to provide 

municipal securities offering. 

The current post-Sarbanes - Oxley world places heavy emphasis on the governance 
structures, intemal controls and disclosure processes and systems of public companies to ensure 
the adequacy of financial reporting and disclosure. In this environment, there is now a parallel 
opportunity to bring similar structures, controls, processes and systems to municipal entities, but 
adapted to fit their unique nature and needs. Thus, although my assignment as Independent 
Consultant is focused on the City, and in particular on its compliance with the SEC Order, there 
is an opportunity to help create a model for other governmental entities. As noted in my Initial 
Report, this opportunity has been embraced by key officials within the City who view the 
difficulties the City has experienced as an opportunity not merely to comply with the SEC Order 
but to create a framework that can serve as such a model, utilizing the roadmap set out in the 
Kroll Report, with appropriate modifications. 

IV. Subject Matters Addressed 

My activities have involved analyzing, assessing and making recommendations with 
respect to specific areas that relate to the adequacy ofthe City's disclosures, financial reporting 
and intemal control structure. These are discussed below and specific recommendations with 
respect to each area are set forth. Because any work, by necessity, took place as of a specific 
date and the City's remediation efforts are ongoing, there maybe subsequent developments that 
are not reflected. In addition, because the City has not yet been in a position to return to the 
public markets for financing, I have not been able to observe its disclosure processes and 
controls in that context. I expect to do so before my next report. 
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Governmental Structural Changes 

The City took a number of actions to modify its governmental structure following the 
events that led to the SEC investigation and.prior to my engagement. Significantly, the voters 
approved on a trial basis a strong Mayor form of government to replace the City Manager form 
of government under which the City Manager was chosen by the City Council. With this change 
came the appointment of an experienced Chief Financial Officer, who has since become Chief 
Operating Officer, and a new CFO has been appointed. These changes have centralized and 
focused responsibility and accountability for the City's financial affairs. The Cily also replaced 
a number of officials and retained new outside advisors foUowing the events that led to the SEC 
investigation. 

At the same time, an office of Independent Budget Analyst ("IBA") was created that 
provides important assistance.to the City Council in the performance of its legislative function 
and serves as a key check and control on the actions ofthe Executive Branch. 

Another-component ofthe City's governmental structure that performs an essential role 
in the City's compliance, with legal requirements and serves as another control point is the City 
Attorney's Office led by an independently elected City Attorney. The capabilities ofthe City 
Attorney's Office in the disclosure process were significantly enhanced by the appointment of a 

finance and municipal disclosure, in addition to two deputy city attorneys assigned to this 
function. In addition, the City retained new outside disclosure counsel with extensive 
qualifications. 

As described below, the City took a number of other steps to improve its disclosure 
process, including creating a Disclosure Practices Working Group and adopting Disclosure 
Controls and Procedures, requiring senior officials to certify the accuracy ofthe City's 
disclosures, providing for an annual evaluation and report on the City's intemal financial 
controls by the City's Auditor and Comptroller, and instituting training program for City officials 
and staff. 

Also, shortly before myengagement, the City Council formed an Audit Committee with 
three Council members to assist the City Council in providing oversight ofthe City's financial 
reporting and disclosure. FoUowing its formation, the Audit Committee began the process of 
organizing itself and increasing its capabilities to carry out its functions. 

Financial Control Structure 

Audit Committee 

My Initial Report made a number of recommendations to strengthen the effectiveness of 
the Audit Committee established by the City Council to oversee the City's financial reporting 
and intemal control structure. Many of these have been accomplished, including adoption of an 
ordinance setting forth the Audit Committee charter, creation of a three person citizen's advisory 
group to provide expertise, and retention of a professional consulting firm with experience in 
accounting and auditing, Jefferson Wells. As provided in the Audit Committee's charter, its 
purpose is to, among other things, provide independent legislative oversight ofthe City's 
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accounting and financial reporting and disclosure processes, intemal controls over financial 
reporting, intemal financial audit function and audit ofthe City's financial statements, including 
retention ofthe independent outside auditor. 

Certain of these arrangements were viewed as interim measures pending revision ofthe 
City Charter to permit a restructured Audit Committee wilh financial and accounting expertise 
within its membership. 

A Charter Review Committee made recommendations for Charter revisions, one of which 
deals with creation of an Audit Committee with citizen members. The City Council has 
approved submitting for voter approval in June 2008 a package of Charter revisions, one of 
which would establish a reconstituted Audit Committee. Under the proposal, the Audit 
Committee would consist of two Council members, one of whom shall be chair, and three 
citizens with financial and accounting expertise appointed by the Council from a pool of 
candidates recommended by a screening committee. This proposed revision is consistent with 
my recommendation that an Audit Committee be created that is independent, has relevant 
expertise and has a relationship with the City Council given the Council's role in the City's 
financial reporting. 

Recommendation: 

The City should submit to the voters for approval in June 2008, and timely take all action 
to meet that schedule, the establishment of an Audit Committee that meets the following 
criteria: 

• Mas the requisite independence from financial management. 

• Mas the requisite expertise to perform its oversight functions. 

• Has a sufficient relationship with the City Council to engender its confidence in 
view ofthe Council's role in the City's financial reporting. 

Internal Audit Function 

In my Initial Report I focused on the critical role ofthe internal audit function, which at 
that time had virtually disappeared within the City. I worked with the City to establish based on 
a Statement of Operating Principles an internal audit function with a direct relationship with the 
Audit Committee so that intemal audit could operate with independence across the range of 
functions required of that office. It was recognized that this was an interim arrangement pending 
Charter revision lo create a truly independent internal audit frmction. After appointing a 
temporary intemal auditor, following a search process that involved the Audit Committee and the 
IBA, the Mayor, in consultation with the Audit Committee, appointed an internal auditor with 
professional qualifications to serve in this position under the interim arrangement. 

The Charter Review Committee proposed, consistent with my recommendations, 
separating the audit and comptroller functions now under the Auditor and Comptroller and 
creating a separate office bf City Auditor to perform the internal audit function with direct 
reporting responsibility to the Audit Committee. There was significant debate on the method of 
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selection ofthe City Auditor. I expressed the view that there were several acceptable alternative 
methods of selection, with the important objective being to create an effective and independent 
intemal audit function on a timely basis. The City Council approved submitting to the voters in 
June 2008 a revision ofthe City Charter which will create a separate office of City Auditor who 
would be nominated by the Mayor, in consultation with the Audit Committee, and would be 
subject to confirmation by the City Council. The City Auditor would have reporting 
responsibility to the Audit Committee and tenure to ensure independence from management. 
This proposed revision satisfies the criteria of my recommendation. 

Although efforts have been made to reestablish an operational intemal audit function, the 
intemal audit office is currently inadequately staffed. If this office is to perform its 
responsibilities effectively, the City needs to devote significant resources to the intemal audit • 
function and the intemal audit staff needs to be significantly expanded. The Audit Committee 
professional consultant recently issued a report analyzing, among other things, the staffing needs 
ofthe intemal audit function. The Mayor has indicated that five new positions will be included 
in the fiscal 2009 budget. This is a beginning but more resources will be required over time if 
the City Auditor is to fulfill the intemal audit responsibilities. 

Recommendation: 
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action to meet that schedule, the creation of an office of City Auditor that is separate-
from the current office of Auditor and Comptroller and with direct reporting 
responsibility to the Audit Committee. 

• The City should begin the process of significantly increasing the staffing ofthe 
internal audit function in order to permit effective internal auditing lo be 
accomplished, including an assessment by the intemal auditor of staffing needs, and 
should periodically report its progress to the Audit Committee. 

Whistleblower and Hotline Complaint System 

The Audit Committee charter provides for establishing procedures for the Audit 
Committee to receive complaints regarding intemal financial control or financial and auditing 
matters, in each case on a confidential and anonymous basis if so desired by the reporting person. 
The City has a hotline operated by the Office of Ethics and Integrity arid utilizing a third party 
provider. However, the hotline operation can be improved to ensure its independent operation 
and effective oversight. Recommendations have been made by the Audit Committee 
professional consultant, including direct reporting to the Audit Committee of hotline activity 
involving improper financial conduct and fraud, waste and abuse and hotline monitoring, with 
increased monitoring and reporting responsibility for the City Auditor following Charter revision. 

Recommendation: 

• 77ie City should implement within 45 days, consistent with the advice of Jefferson 
Wells for steps prior to Charter revision, the procedure contemplated by the Audit 
Committee charter for a confidential and anonymous hotline involving the Audit 

BOSlll 12254106.3 

file:///-i-ty


C0063S 

Committee independent of City management for complaints and concerns regarding 
financial control or financial and auditing matters. 

Improper Influence Ordinance 

The Kroll Report recommended that the City adopt an ordinance making it unlawful for 
any City official or employee to improperly influence the outside auditor or other professionals 
in connection with the preparation ofthe City's financial statements and financial reporting. A 
draft ordinance patterned after Section 303 ofthe Sarbanes-Oxley Act and SEC Rule 13b2-2 has 
been prepared but appears stalled, apparently over concerns that there be proper safeguards to 
insure that the ordinance is properly used and rights ofthe accused adequately protected, and 
over issues regarding the enforcement authority, particularly considering the important role of 
the City Attorney in the disclosure process. These concerns and issues should be resolved 
expeditiously so that the ordinance can be adopted as promptly as practicable. 

Recommendation: 

• The City should address any remaining issues expeditiously so that an improper 
influence ordinance can be adopted as promptly as practicable. 

Focused Financial Manaaempnt Rpsnnnnihilitv nnd 4rro"ft*QbW*v 

The City's financial disclosure problems in the past were in part attributable to diffuse 
financiat.management responsibility. The City has taken some steps through appointment of a 
Chief Financial Officer (CFO) to address this problem. However, the City needs to complete the 
actions necessary to accomplish this by submitting to the voters Charter revision that not only 
separates the audit and comptroller functions now located with the Auditor and Comptroller but 
establishes clearly the position of CFO with focused responsibility and accountability for the 
City's financial reporting. 

Recommendation: 

• The City should submit to the voters for approval by June 2008, and timely take all 
action to meet that schedule, the separation ofthe Auditor and Comptroller position 
into two and the creation of the position of Chief Financial Officer in order to focus 
responsibility and related accountability for the City's financial reporting. 

Internal Controls Remediation 

The City is engaged in a process to strengthen its intemal controls, including intemal 
controls over financial reporting (ICOFR), and to remediate intemal control weaknesses 
identified by the Kroll Report, the Yellow Book2 reports of its independent auditors and the 
annual reports ofthe City Auditor and Comptroller. 

1 Refers to the Independent Auditor's Report on Intemal Control Over Financial Reporting and on Compliance and 
Other Matters Based on an Audit of Financial Statements Performed in Accordance with Government Auditing 
Standards. 
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In reality, there had been two processes underway - one related to the enterprise resource 
planning (ERP) process and the other focused on the City ICOFRs. Until recently, there appears 
to have been insufficient coordination between the two processes, and this lack of coordination, 
if not overcome, would likely impede the effectiveness of each and result in inefficiencies. 
Recently, the City has reorganized management of this effort and taken steps to increase 
coordination. Since this coordination has only recently begun, its effective implementation still 
needs to be shown. Moreover, there are questions whether the Ciiy is devoting sufficient 
resources to its ICOFR effort and is being realistic about the timeline for the ICOFR effort and 
the ERP process, especially given the need for their integration. 

The ERP process involves City infonnation technology personnel, with the assistance of 
an outside consultant. A key initial phase ofthe ERP process is the blueprint alignment or 
mapping activity that is a precondition to launching system applications. This phase consists of a 
thorough analysis of requirements and business processes to be supported by the ERP system. It 
is the foundation for succeeding phases and is designed to (i) define how existing processes and 
controls operate, (ii) define how the processes, as modified and remediated, will work under the 
ERP system and (iii) map how to get from (i) to (ii) procedurally and programmatically. The 
blueprint phase for the financial information and procurement applications is in process and is 
scheduled for completion shortly. The City will have to coordinate this with the overlapping 
ICOFR effort. 

The City's ICOFR process is designed to identify the critical accounting and reporting 
processes that enable preparation ofthe City's Comprehensive Annual Financial Report (CAFR), 
determine the necessary relevant controls and assess when these controls are in place and 
operating as intended. The City, in one analysis by financial personnel, identified 131 critical 
accounting and reporting processes lhat support preparation ofthe CAFR. Based upon a 
prioritization analysis, influenced by which processes will be affected by installation ofthe ERP 
system and thus might wait upon that, the City has begun to document these processes as a 
means to identify the relevant intemal controls necessary for reliable financial reporting. 
Financial management estimated that 5,000 hours will be necessary to document the processes. 
The City's ICOFR approach is consistent with the approach to identifying critical processes 
recommended by the Committee of Sponsoring Organizations (COSO) and the approach now 
recommended for SEC reporting companies by Auditing Standard No. 5 and the related SEC 
guidance for management. This represents a change from the bottom-up process followed 
initially by the City that focused on detailed documentation of all processes rather than focusing 
on those most critical. The approach the City now is following includes a quantitative and 
qualitative assessment ofthe financial statements, taking into account the financial reporting 
objectives, to determine significant accounts that present the greatest risk of reporting errors and 
the underlying processes that support those accounts and the financial reporting objectives. 

It is obvious that the ICOFR effort of identifying the significant accounts and 
documenting the critical processes that support them significantly overlaps with the important 
blueprint phase ofthe ERP process. Yet, initially there appeared to be only limited coordination 
taking place between the ICOFR process and the ERP process. This coordination, which the 
City has begun to implement, is necessary in order to align the objectives of these processes, 
define reasonable schedules for implementing these processes and maximize utilization of 
available resources. 
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The City's assessment under the ICOFR process of significant accounts and underlying 
processes has been focused at the top-level, government-wide financial statements included in 
the CAFR. However, under Governmental Accounting Standards Board (GASB) standards, a 
CAFR of a governmental entity is intended to serve various purposes and the interests of various 
constituencies by including multiple financial statements by different fund types, some with 
different accounting methods, which through a final reconciliation process result in the 
government-wide or top-level financial statements. Accordingly, the assessment process to 
delermine'significant accounts and underlying processes, and therefore the necessary controls 
and remediation, must be more granular by considering the reporting objectives ofthe individual 
financial statements that comprise the CAFR in order to ensure reliable financial reporting. 

In view ofthe long-term nature ofthe ERP and ICOFR processes, it is desirable to 
consider on a more immediate basis the adequacy ofthe process for financial statement 
preparation currently in place and the feasibility of interim external checks to assure that 
adequate remediation progress is being made. To date, the City's independent auditors have 
been able to satisfy themselves through compensating audit procedures that, despite the 
identified internal control weaknesses, they could issue their reports on the City's CAFR. In 
order to support management's assertion in the financial statements prepared prior to completion 
ofthe planned remediation efforts, the City should consider other remediation options to deal 
wilh the gap. One option would be to develop effective "period-end" financial reporting routines 
that would be incorporated into the financiai statement closing process. These routines, which 
serve to identify and capture the infonnation necessary to achieve financial reporting objectives, 
utilize checklists, involve account analysis, reconciliations andjoumal entry identification and 
require technical reporting skills and significant supervisory oversight. In many situations, these 
period-end routines effectively compensate for the lack of system or process controls lhat 
otherwise would be necessary. A period-end reporting routine would be consistent with the 
applicable Kroll recommendation. 

As another measure, the City should pay particular attention to prioritizing the 
remediation efforts to address the most critical needs as promptly as possible. Following the 
top-down, risk assessment approach can facilitate this prioritization and permit progress to be 
made more rapidly without waiting for completion of a comprehensive effort. 

Recommendations: 

• The.City needs to better integrate and coordinate its ERP process and ICOFR 
process in order to align their objectives, maximize utilization of available resources 
and achieve optimum results. This should be addressed (to the extent it has not been), 
with identification of defined tasks, specific individuals with responsibility and 
specific resources to be employed, within 45 days. 

• The City needs to devote additional resources to the ICOFR process if the intemal 
control remediation activities are to be completed within a reasonable timeframe. 
Tlie City should consider hiring an outside consulting firm with experience in 
developing, implementing and remediating an internal control structure within a 
governmental entity. These efforts should be assessed quarterly to determine if 
adequate progress is being made. 
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• The City should establish a reasonable schedule and budget for developing and 
implementing installation ofthe ERP system that takes into account integration ofthe 
ICOFR process. Tfiis should be done within 60 days. 

• The City should continue to take a top-down, risk-based approach to remediating its 
intemal control weaknesses as a more effective way to timely identify critical internal 
control processes, and should addresses the deficiencies and weaknesses identified in 
the Kroll Report, the Yellow Book reports and ihe Auditor and Comptroller annual 
reports, but should go beyond these to look at intemal controls on a comprehensive 
basis. Tliese efforts should be assessed quarterly. 

• In assessing significant accounts and underlying processes as part ofthe ICOFR 
process, the City needs to look below the top-level, government-wide financial 
statements to the individual financial statements that comprise the CAFR. This 
should be done within 60 days. 

• The City should consider interim remediation options to enhance confidence in the 
reliability of financial reporting in the near term, including development of period-
end financial reporting routines. Tlie City also should prioritize its remediation 
efforts to address the most critical needs as promptly as possible. It should report to 
fhe Audit Committee on the progress of these efforts at least quarterly. 

Financial Reporting Enhancements 

Review of CAFRS 

The Audit Committee plays an important role in reviewing the City's CAFR as part of 
the procedure to ensure reliable financial reporting and disclosure. In this role, the Audit 
Committee, following its review, transmits the CAFR to the City Council. The Audit Committee 
has adopted procedures for this review. These procedures were followed in the case ofthe 2003 
CAFR and 2004 CAFR, which were forwarded to and received and filed by the City Council, 
and the 2005 CAFR, which has been forwarded by the Audit Committee to the City Council and 
is pending before it. The 2006 CAFR has just been completed and forwarded to the Audit 
Committee for review. With the benefit of its experience in reviewing City CAFRs and with the 
advice of its experts and consultants, it would make sense for the Audit Committee, as part of its 
oversight responsibility over financial reporting, to periodically review its CAFR review 
procedures. 

Recommendation: 

• The Audit Committee, with the assistance of its ad hoc advisory group and its 
professional consultant, should review within 45 days and improve as necessary its 
procedures for review ofthe City's CAFR to determine if any improvements should be 
made to those procedures. 
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Shelf-Like Disclosure System 

Improvement in the quality ofthe City's CAFR, coupled with periodic update 
information, can form the basis for both useful reporting to the financial marketplace and timely 
and efficient access to the capital markets when necessary. The Cily, with the assistance ofthe 
DPWG, should strive to establish a shelf-like disclosure system akin to the one that has worked 
so well in the private sector for larger publicly-held companies. The key factors in such a system 
are (i) annual reports that, through effective disclosure controls and procedures, provide reliable, 
quality financial information and disclosure, (ii) periodic and current reporting to keep that 
disclosure up-to-date, (iii) access to that information electronically and (iv) incorporation of that 
information into offering documents (either electronically or by physical attachment). In this 
way, the City will be able to go to market quickly when conditions justify by focusing on any 
required updates to the information and a description ofthe terms ofthe offering. 

In planning for reentering the public market, the City should evaluate the relation ofthe 
CAJT* to the offering disclosure document and, in that connection, should evaluate the 
component parts ofthe CAFR, including the role and coverage ofthe Letter of Transmittal. 

Recommendation: 
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desirability of a shelf-like disclosure system to improve the quality and timeliness of 
its reporting to the financial markets on an ongoing basis and to permit the efficient 
access to the capital markets for needed financing. 

• The City, with the assistance ofthe DPWG, should, in connection with planning to 
reenter thepublic market, evaluate the relation ofthe CAFR to the offering disclosure 
document and, in particular, should consider no later than in connection with the 
2007 CAFR the role and coverage ofthe Letter of Transmittal in relation to the 
CAFR, with a view to eliminating unnecessary repetition and discussion. 

Improved Discussion and Analysis 

The City should improve the quality ofthe discussion and analysis related to its CAFR so 
that there is meaningful analysis that facilitates an understanding ofthe financial statements and 
the City's financial condition, financial results, liquidity and capital needs, with the following 
principal objectives: 

• Enhance overall financial disclosure and provide the context for analyzing and 
understanding the financial statements, including relevant information not reflected in 
the financial statements. 

• Provide information about the quality and potential variability ofthe City's fiscal 
results and liquidity so that readers can ascertain the likelihood that past results are 
indicative ofthe future and appreciate the future challenges, demands and risks facing 
the City as indicated by known trends and uncertainties. 
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• Provide a narrative explanation that enable the reader to see and understand the City 
through the eyes of City management. 

This analysis in the corporate world is required in the Management Discussion and Analysis 
(MD&A), and the City, in consultation with its independent auditor, should determine whether to 
include this analysis in the MD&A or Letter of Transmittal. 

Recommendation: 

• The City, no later than in connection with its 2007 CAFR, should improve the quality 
of its financial disclosure by providing an analysis, either in the MD&A or Letter of 
Transmittal, as appropriate, that facilitates an understanding ofthe City's financial 
statements and its financial condition, financial results, liquidity and capital needs, 
including the risks faced by the Ciiy. 

Disclosure of Contractual and Off-Balance Sheet Obligations 

Disclosure for private sector public companies has evolved to include tabular information 
showing future contractual and off-balance sheet obligations and other commitments by relevant 
time periods to supplement the information required in financial statements. This information 
would provide in one ^^^^ ^^ "'"'^'cation "'"what the City's ''a^'ital and li^uidi*^' r'v'",ireirientE are 
going forward and, therefore, the amount of revenues it will need either from intemal or external 
sources. 

Such a table, in either the Letter of Transmittal or MD&A, could include such items as 
debt service (principal and interest) obligations, capital and operating lease obligations, pension 
and post-retirement benefit obligations, purchase commitments and other contractual obligations, 
and other long-term liabilities shown on the staiement of net assets. These items could be shown 
for relevant time periods such as within one year, one to three years, three to five years and more 
than five years, and with totals. 

Recommendation: 

• The City,.beginning with the 2007 CAFR, should include, in either the Letter of 
Transmittal or MD&A, a tabular presentation of its contractual and off-balance sheet 
obligations and other commitments shown by relevant time periods and with totals. 

Loss Contingencies and Risk Assessments 

An important element of financial reporting is identifying and assessing litigation and 
other loss contingencies. This is governed by Financial Accounting Standards No. 5 
(Accounting for Contingencies). Lawyers play a unique role in the process because ofthe legal 
matters involved. In the City, this would involve the City Attorney Office. Lawyer's responses 
to auditors regarding loss contingencies are handled under a well-established process, but as a 
management matter there must be effective systems and controls in place to catalogue, assess 
and retrieve information about claims. The City's independent auditors have noted deficiencies 
in this area. To the extent not already done, those deficiencies should be remedied. 
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Recommendation: 

• The City, through the City Attorney Office, should, prior to the preparation ofthe 
2007 CAFR. improve its systems for dealing with loss contingencies for financial 
reporting purposes in order to remedy any deficiencies not by the City's independent 
auditors to the extent not already remedied. 

Disclosure Practices Working Group (DPWG) 

The DPWG plays an important role in ensuring the quality and reliability ofthe City's 
disclosures. If it is to succeed in this role, it is critical that the DPWG operate in a professional, 
cooperative and non-political manner. While there are legitimate issues and differences in views 
that should be debated in the public arena and the need for appropriate checks and balances, the 
DPWG, as an important operating group within the City's organization, can best serve its 
purpose as a vehicle for ensuring accurate, complete and quality disclosure if it operates on a 
collaborative basis, vetting key issues as part ofthe disclosure process. It is the responsibility of 
all members ofthe DPWG to see that this is the case. 

Although the DPWG often functions well, it sometimes suffers from a lack of continuity 
that impedes efficiency and effectiveness. This problem can be addressed through regularly 
sCdCuUiCu meetings witu suincicnt auvancc notice, appointment d ucsignees in a position io 
regularly participate, and definition ofthe scope ofthe DPWG's responsibilities more 
realistically as discussed below. The DPWG's 2007 annual report recognizes the need for some 
of these improvements, 

In my Initial Report, after consultation with various City officials and DPWG members, I 
recommended certain changes in the composition of the DPWG and other changes tc the 
Municipal Code provisions pertaining to the DPWG. The City Council approved these changes 
in April 2007, subject to adoption of a definitive ordinance, which recently occurred. One ofthe 
issues that arose in connection with adoption ofthe ordinance was the composition ofthe DPWG. 
I previously indicated my view that the DPWG is best viewed from an operational perspective in 
developing and ensuring the quality ofthe City's disclosure, much like a "disclosure committee" 
in the private sector as suggested by the SEC and now followed as best practices by most public 
companies. Viewed from this perspective, it is appropriate for the DPWG to be composed of 
those who have the responsibility for disclosure, so that they both are involved in the process and 
are accountable. Actual DPWG membership, as opposed to participation, is related mostly to 
voting, and voting should not normally be the DPWG's method of operation. In fact, the DPWG 
ordinance could be revised in the future to eliminate the concept of voting. The necessary 
checks and balances in the disclosure process should be derived from the DPWG's participatory 
process, the need for different officials within the City to be involved in the City's disclosures 
and the oversight provided by the Audit Committee and, ultimately, the City Council. 

With the ordinance revising the Municipal Code having been adopted, the appropriate 
members ofthe DPWG should now complete appointment of designees, if desired, and the 
DPWG should continue to establish a regular meeting schedule well in advance, as it has begun 
to do, in order to assure the availability of quorums and, perhaps more importantly, continuity 
among the members ofthe DPWG with respect to the matters discussed and reviewed at its 
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meetings. In addition, conforming changes to the Disclosure Controls and Procedures ofthe 
DPWG should be made, together with any other revisions considered necessary or desirable by 
the DPWG. The DPWG is in the process of making these changes. 

Section 22.4106(a)(3) ofthe Municipal Code, as recently amended, provides that the 
DPWG shall submit an annual report to the City Council and Audit Committee on or before 
December 15 of each year, which is to include an assessment ofthe effectiveness ofthe 
disclosure controls and procedures. The DPWG also is to recommend changes to the disclosure 
controls and procedures to the extent necessary to improve their overail effectiveness. 

Specifically, the DPWG should continue to review its practices and those of appropriate 
City officials with respect to the dissemination of press releases, website postings and other 
communications, such as media interviews, press conferences and similar media items, 
reasonably expected to reach investors or the securities markets to determine the extent to which 
DPWG advance review of these items is realistic. Section 22.4107(a)(1) ofthe Municipal Code 
currently refers to such material as included within the scope ofthe DPWG's review ofthe form 
and content of disclosures. In view of today's near instantaneous availability of information via 
the internet, as well as the practical need for City officials to be available to the public and media 
to address any and all matters affecting the City, it appears that the DPWG is given limited, if 
any, opportunity to review such matters prior to actual dissemination. While it may be debatable 
as to whether any particular corrniiurucatioii is iniended io reach investors or the secuniies 
markets, it is likely that most of them do. It is also likely that many of them are received as the 
normal communications of a large American city and not specifically intended to provide 
information to investors or markets. Moreover, it is obvious that the DPWG cannot perfonn a 
review function for communications it does not receive. Accordingly, the DPWG should 
evaluate the desirability of modifying its practices and procedures so that the communications it 
is required to review comports more with the realities of City operations and still meet its 
disclosure responsibilities. -

In addition, in order to identify which documents have been reviewed by the DPWG and 
are official documents ofthe City intended to reach investors and the securities markets, the City 
should complete the effort begun to restructure its website so that there is a separate portal 
identified for this purpose, such as "Information for Investors." Only documents that have been 
approved by the DPWG and issued as official City documents would be included in this portal. 
For example, a CAFR would not be included in this portal until it has been received and filed by 
the Council and thus officially issued. This portal also could include an archive section to which 
outdated information could be transferred. The portal could include a legend identifying its 
purpose and disclaiming other documents from being official communications ofthe City 
intended for investors or the market. These other documents, to the extent there is uncertainly as 
to their status, could bear a legend indicating their status with an appropriate disclaimer. Also, 
the opening page ofthe City's website could advise that the only infonnation posted on the 
website with the intention of reaching investors is that posted on the "Information for Investors" 
webpage. 

BOSIH J2254106.3 14 



Recommendations: 

• City officials should, to the extent they have not done so, appoint designees to the 
DPWG within 30 days to ensure availability of quorums and continuity from meeting 
to meeting. 

• The DPWG should continue to establish a regular meeting schedule. 

• Any necessary changes to the Disclosure Controls and Procedures to reflect changes 
to the Municipal Code should be effected within 45 days. 

• The DPWG should assess the effectiveness of its review of the form and content of 
"press releases,... web-site postings, and other communications reasonably likely to 
reach investors or the securities markets" as set forth in Section 22.4107(a)(1) ofthe 
Municipal Code and within 45 days recommend changes, if any. to reflect actual 
practices within the City. 

• In connection with the foregoing, the City should revise its website within 90 days to 
have a dedicated portal where official documents reviewed by the DPWG can be 
posted. 

• The DPWG should, as required by the Municipal Code, continue to assess at least 
annually the adequacy of its existing processes and propose modifications to enhance 
the efficiency and overall effectiveness of its operations. 

• The DPWG, in conjunction with City financial management and the IBA, should 
assess the current training program for Cit)' officials and staff and recommend una 
implement changes, if any, within 45 days. 

Role of Counsel in Legal Compliance 

It is widely recognized that counsel plays a critical role in legal compliance by an 
organization, such as the City. See, for example, the SEC Part 205 Rules and related releases, 
Report of American Bar Association Task Force on Corporate Responsibility and Report ofthe 
Bar ofthe City of New York on the Role of Corporate Counsel. In order for counsel to play that 
role effectively, there needs to be a mutual relationship of trust and confidence between counsel 
and the representatives ofthe organization charged with managing its affairs and implementing 
its policies. This permits the representatives ofthe organization to have the necessary 
confidence to consult counsel with knowledge that counsel is acting in the best interests ofthe 
organization as the client and providing objective legal advice. Only with such a relationship 
will counsel be consulted and be in a position to advise effectively on legal compliance based 
upon full knowledge of all the facts. When that bond of trust and confidence is broken, the 
chances increase that representatives ofthe organization will take action without the benefit of 
reliable advice of counsel designed to ensure legal compliance. Trust and confidence is an 
important requirement for effective governance throughout the City and one that has to be earned 
through sustained efforts by all parties involved. The focus of this section is on the need for 
mutual trust and confidence between counsel and City officials in need of legal advice in order to 
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foster a climate that promotes legal compliance. The City Attorney is the chief legal officer of 
the City and plays a crucial role in ensuring legal compliance, particularly in an independent 
capacity. However, the City's governance structure, because ofthe separately elected officials, 
contains a risk that the necessary mutual relationship of tmst and confidence could be eroded. 
For various reasons, that in fact is what has happened within the City. 

The Charter Revision Committee recommended addressing this structural problem by a 
Charter amendment to identify the City and its elected officials as the client ofthe City Attorney 
and to establish a procedure for the retention of other counsel when the City Attorney has an 
ethical or financial conflict. This recommendation was not followed. There are other 
alternatives that the City could consider. One alternative would permit the City Attorney, as a 
separately elected official, to independently define his or her role and constituency and would 
formally provide for appointed counsel, who would not replace the City Attorney as the City's 
chief legal officer, but rather would serve as a recognized legal counselor for other elected 
officials, possibly one for the Executive Branch and one for the Legislative Branch. This is not 
an unusual arrangement when there is a separately elected chief legal officer. For example, 
states often have an elected attorney general as a separate constitutional officer but also have 
separate counsel to the governor and to the legislature. Although lawyers may serve on the 
executive and legislative staffs, by having someone designated as counsel that person takes on 
the focused professional and ethical responsibilities that serve, in addition to the independent role 
played by the separately elected chief legal officer, to promote legal compliance. Any alternative 
also could provide formally for retention of outside counsel when necessary. 

It is important to emphasize that the role of counsel in legal compliance does not slop at 
providing legal advice to a client, including advice on legal compliance. As recognized by the 
SEC Part 205 Rules and by state ethics rules, there are times when counsel, whether elected or 
appointed, must go beyond advising and is required to report possible wrongful conduct to a 
higher authority within the organization and, potentially, consistent with ethical confidentiality 
rules, outside the organization, including, if necessary, to regulatory officials. This obligation 
would apply under whatever approach is followed. 

Recommendation: . 

• The City should consider whether any steps are necessary to ensure the availability of 
legal counsel that will foster the ability of City officials to consult with and obtain 
legal advice based upon a relationship of trust and confidence designed to promote 
legal compliance. 

San Diego City Employees' Retirement System (SDCERS) 

The Kroll Report included a number of remediation recommendations related lo 
SDCERS. Some of these recommendations still need to be addressed. In particular, as noted by 
the Administrator of SDCERS in a status report from August 2007, three matters were then 
pending before the City Council relating to (i) technical corrections ordinances, (ii) the proposed 
revised "waterfall" ordinance and (iii) approval of group trust participation agreements. Item 
(iii) has now been satisfied and items (i) and (ii) remain outstanding. The City Council should 
act promptly on these outstanding matters. In particular, the discussion ofthe various concerns 
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regarding changes to the "waterfall" ordinance could continue indefinitely, but not apparently 
with any new information being provided. Unless such new information is available, it is 
appropriate for the City Council to make a decision on this matter and take action. Other 
changes are considered technical corrections and there does not appear to be any real reason for 
further delay. In addition, the City Council should timely act on the matters required to be 
addressed under the December 18, 2007 compliance statement with the IRS. 

The SDCERS Board of Administration currently has one vacancy and two holdover 
appointees among the members appointed by the Mayor. While it may be difficult to find 
qualified candidates to serve, the Mayor should make every effort to promptly fill these positions. 
The Board has established various committees and it will function best if it is able to operate 
with a full complement of members that reflects the careful balance contemplated by the reform 
efforts that led to the cunent composition ofthe SDCERS Board. The sooner a member is 
appointed, the sooner he or she will be able to actively participate and assist the Board in 
fulfilling its fiduciary responsibilities. 

A potentially serious failure of intemal controls over financial reporting occurred in 
connection with the preparation ofthe City's 2005 CAFR when there was a failure to have 
brought to the attention of City management information that the number of retirees who were 
receiving pension benefits in excess of IRS limits for benefits that maybe funded through an 
actuanal accrued 40i(a) pansiOij plan and uie aiuoujii urthusc excess bcucijis were greater than 
previously reported. As a result, this information was not reflected in the City's 2005 CAFR 
when it was initially issued. Although the matter subsequently got resolved through a settlement 
with the IRS that resulted in a compliance statement, and regardless ofthe materiality ofthe 
specific numbers, this was evidence of a breakdown in communication and financial reporting 
that needs to be remedied. Moreover, there was a demonstrated failure by SDCERS over a 
number of years to comply with applicable legal requirements, as indicated in its voluntary 
compliance filing with the IRS. 

SDCERS recent actuarial valuations have shown that the City's pension plan has 
experienced liability losses in most ofthe years reported on. This could indicate that the 
actuarial assumptions used do not correctly reflect the anticipated experience of the plan. In 
view of these results, it would be appropriate for SDCERS to implement the planned experience 
study by the plan actuary as soon as practicable. In addition, the experience study and 
subsequent valuations should reflect the effect ofthe DROP program. 

Recommendations; 

• The City Council should address within 30 days the "technical corrections 
ordinances and the "waterfall" ordinance. It also should act on the matters required 
by the compliance statement with the IRS within the time specified therein. 

• To the extent necessary, SDCERS should be asked to adopt promptly any necessary 
amendments to its other "controlling documents "following final action by the City 
Council regarding the matters listed in the preceding recommendation. 
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Training 

The Mayor should make reasonable efforts to appoint or reappoint trustees to fill the 
current vacant and holdover positions on the SDCERS Board within 90 days. 

SDCERS should continue to develop and implement a comprehensive training 
program for its trustees and staff, including training in pension finance and investing 
and in prudent trustee requirements. It should report quarterly on these training 
activities. 

SDCERS, in conjunction with the City management, should evaluate the 
communication process and information flow between SDCERS and.the City and 
adopt necessary modifications, if any, to this process to ensure the complete and 
timely flow of pension and benefit-related information to the City necessary for fiscal 
planning and the preparation ofthe City's financial statements. 

SDCERS should report quarterly on the actions taken to remediate its failures to 
comply with applicable legal requirements and to ensure that similar failures do not 
reoccur. 

The City, working with SDCERS and with the assistance of an experienced pension 
consultant, should explore the range of alternatives for funding the City's pension 
and post-retirement benefits commitments. Alternatives might include, for example, 
funding alternatives, reduction or freezing of benefits, or establishing, as some 
private entities have done, a separate employee/union controlled plan that relieves 
the employer of further obligations. While all such alternatives are subject to legal, 
contractual and employee relation considerations, a comprehensive report should be 
issued by December 3 J, 2008. 

SDCERS 'plan actuary shouid perform an experience study to assess the correctness 
ofthe actuarial assumption being used as promptly as practical but within 120 days. 
This and future experience studies, as well as future actuarial reports, should reflect 
the effect ofthe DROP program. 

Training is an important part of a control structure designed to ensure legal compliance. 
My Initial Report described the actions on training undertaken by the City through the date of the 
report and those planned. Specifically, the DPWG has a role in ensuring that City officials and 
staff receive appropriate training, and the IBA has been directed by the City Council by an 
ordinance adopted in December 2006 to develop a comprehensive financial training program for 
Council members. In this connection, the DPWG developed training programs for Mayoral staff 
and other City employees and the IBA developed and has been implementing a financial training 
program for Council Members, assisted on disclosure-related topics by members ofthe DPWG. 
For example, training sessions were given on disclosure obligations under federal securities law, 
including review ofthe San Diego and other SEC municipal enforcement actions, by the City's 
outside disclosure counsel, assisted by the Deputy City Attorney for Finance and Disclosure, in 
March and April 2007 to the City Council, the Mayor and his senior staff, and City employees 
involved in disclosure and financial reporting. Also in April 2007, a training session was held 
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for the City Council on municipal financial statements presented by the City's outside auditor. 
In September 2007, a training session was given to the City Council by outside disclosure 
counsel, the Deputy City Attorney and staff of the Department of Debl Management on debt 
issuance and administration. In January 2008, a training session was given to the City Council 
on variable rate debt and derivative options. The IBA is planning on a training session in June 
2008 and three more during the fiscal year ending June 30, 2009, one of which will cover current 
and multi-year budget planning and another, after new Council members are seated, will revisit 
disclosure obligations. Training sessions are recorded for future use and are available on the 
City's website for viewing. 

I have identified elsewhere the need for the DPWG, as part of an ongoing process, to 
assess the current training program for City officials and staff and for SDCERS to develop and 
implement a comprehensive training program for its trustees and staff. In addition to the 
schedule for City Council member training developed by the IBA, the City should develop a 
regular schedule, on an annual-cycle basis, for training programs for City personnel, including 
repeat of previous training. This is important as refreshers for City officials and staff and in 
order to ensure training for new officials and staff. 

A training program should focus in a practical way on the disclosure and financial 
reporting requirements ofthe federal securities laws and applicable accounting standards. It also 
should be targeied lo ihe specific roles and responsibiliiies of ihe persons involved in ihe 
disclosure and reporting process. In addition, the training should be comprehensive in covering 
City executives and financial management, City Council members and their staffs, and other City 
employees involved in the disclosure and financial reporting process. 

Recommendation: 

• The City, with the involvement ofthe DPWG and the IBA, as applicable, should 
develop within 90 days a comprehensive and coordinated training program for City 
officials and personnel on disclosure and financial reporting and then should report 
quarterly on the implementation and effectiveness of that program and any changes 
made to it. 

Fiscal Integrity 

The City's fiscal problems were not created overnight and will not be solved overnight. 
As discussed in my Initial Report, fiscal integrity and reliable financial reporting and disclosure 
are closely intertwined because full and accurate disclosure can become a challenge when there 
are fiscal difficulties. The City now prepares an annual Five-Year Financial Outlook that serves 
an important planning role supplemental to the annual budget process. While the City should not 
be expected to resolve "out year" projected deficits in years one or two, it should seek to keep 
projected deficits within manageable bounds. The City should periodically review the 
assumptions underlying the Outlook and assess the accuracy ofthe Outlook over time. To the 
extent actual results vary significantly from the projections, the City should assess why those 
variances occurred and whether changes to its planning process are appropriate. Although longer 
term planning that simply extrapolates current results will likely not be useful, the City should 
look beyond the five-year outlook period to assess whether the five-year picture is indicative of 
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longer term trends and needs. The City should consider engaging a financial advisory firm 
experienced in dealing with municipal finance matters lo assist it in evaluating its Outlook and 
longer term assessment, including through comparative analyses, and considering options to 
enhance their value as planning tools that assist the City in addressing its unfunded liabilities in 
the context ofthe other demands on City government. 

Recommendation: 

• The City should assess the value of its current Five-Year Financial Outlook as a 
planning tool, and consider use of additional planning tools, for ensuring that the 
City is able to meet its goals for providing services to the citizens of San Diego at a 
cost they are willing io bear. 

V. Conclusion 

The City has taken meaningful action to address various ofthe problems ofthe past and 
to begin to put control structures and procedures in place. However, much more needs to be 
done. The most progress has been made in establishing the structures needed for an effective 
disclosure and control environment, including a strong Mayor form of government with 
centralized responsibility and accountability, an Audit Committee to provide independent 
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revamped pension administration. These structural measures need to be completed and made 
permanent through Charter revision and, at least in the case ofthe intemal audit function, require 
significant additional staff. Although the City has begun the process to improve its intemal 
controls and procedures, less progress has been made in that area and a strong, concentrated 
effort will be required if sufficient progress is to be made in a timely fashion. In addition, the 
success ofthe City's remediation efforts will depend upon the City's leauership having the will 
to face up to the fiscal realities confronting the City and upon the several groups within the City 
government operating together to create a culture of compliance rather than one of convenience 
and disharmony that would impede moving the City forward to address its problems. 

The City has begun the process to restore its credibility and create a model that other 
local governments can look to. It is important that this process move forward as rapidly as 
possible to achieve its objectives. 

Respectfully submitted, 

Stanley Keller 
Independent Consultant 

March 25, 2008 
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